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AMENDMENTS TO THE FEDERAL 
POWER ACT 
By Charles L. Campbell 


Norris, Tennessee: 
n Abandoned Experiment 


By Larston D. Farrar 


cidents—A Broader Approach 
By James H. Collins 


Some Local Tax Trends 
By Bethune Jones 





THERE'S A GRINNELL HANGER FOR EVERY PIPING REQUIREMENT 


1000° 

STEAM 
TAKES A LOT 
OF “HOLDING” 


@ ForGED of Chrome Vanadium Steel the Fig. 224 
Pipe Clamp is a new “king” in the Grinnell Pipe 
Hanger line. It is the only commercial pipe clamp de- 
signed for service up to 1000° F. steam. Available in 
seven pipe sizes, from 4” to 16”, each with established 
load rating. Complies with the Code for Pressure 
Piping. 

The kind of engineering and practical piping exper- 
ience that makes possible the development of pipe 
hangers for extreme cases is applied to every Grinnell 
Pipe Hanger. From simple supports for household 
water piping to constant-support suspensions for super- 
pressure piping, Grinnell Hangers are built to do their 
jobs correctly and economically, 


GRINNELL COMPANY, INC. 


Executive Offices, Providence 1, R. I. 


Branch Warehouses 
Atlanta 2, Ga. Kansas City 16, Mo. Philadelphia 34, Pa. 
Charlotte 1, N. C. Los Angeles 13, Cal. Sacramento 14, Cal, 
Chicago 9, Ill. Milwaukee 3, Wis. St. Louis 10, Mo. 
Cleveland 14, 0. Minneapolis 15, Minn. St. Paul, Minn. 
Cranston 7, R. I. New York 17, N. Y. San Francisco 7, Cal. 
Houston 1, Tex. Oakland 7, Cal. Seattle 1, Wash. 


YG, soos in, 


Steel Pipe Clamp Fig. 224 
—an exclusive 


Grinnell development 


WHENEVER PIPI 
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BARBER BURNERS 


{ Give High Efficiency on Conversion Jobs 









AENT 








Barber Gas Conversion Burners are now furnished, if pre- 
ferred, in the “D” Series as shown above, with diaphragm gas 
control valve, a very dependable control at a price between 
those of our standard motor gas valve and our magnetic gas 
valve. This diaphragm valve is electrically operated, positive 
in opening and closing, quiet in operation, and also permits 
burner to be manually operated if necessary. 








Barber Conversion Burners are made in shapes and capacities to fit 
the heating needs of all types and sizes of furnaces and boilers. They 
give top economy and efficiency, both from the existing heating equip- 

ment and the gas fuel, of whatever type. Barber burners, made for 30 

| years, are in a different class entirely from competitive EXPERIMENTAL 

| 

| 

| 









burners, because of their superior combustion principle, employing the 
patented Barber Impinged Jet. There simply is no comparison between 
| the average mixer-type gas burner and the Barber vacuum pre-mixture 
| design. For satisfactory performance, equip your jobs with genuine 
Barber units. 









Listed in A.G.A. Directory of Approved Appliances. 
Ask for new Catalog and prices 
- on conversion burners, appliance burners, and pressure regulators. 






THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 








ee BARBERS?*SBURNERS- e 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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Oh | For Truck Drivers 
——— 








All New ... THROUGH and THROUGH 


Truck owners and drivers everywhere are praising 
new light-medium duty GMCs for their leadership 
in postwar construction and design. Cabs are all- 
new, all-steel with flexible, rubber-cushioned mount- 
ing .. . wider and deeper, adjustable seats . . . cir- 
culating, fresh air ventilation . . . complete insula- 
tion . . . greater visibility all around. 


For extra value and dependability there’s GMC’s 

stronger, sturdier chassis and improved, war-proved 

engines. For outstanding appearance and added 

stamina there’s GMC’s advanced new streamlined : 

styling and exclusive front-end construction. siden 


GMC TRUCK & COACH DIVISION © GENERAL MOTORS CORPORATION ) add greater strength. 


—<— GMC's new cabs circu- 
& Cc ,. (Sa9 on late fresh air by a 
THE TRUCK OF VALUE 3," (8 (dston eyehe 


¢ tilation system. You can 
aed fet ee oc asoLiNne © DIESEL wiccneannatidened 











ae years ago a skit was put on by 
newspapermen with the purpose of 
ribbing prominent public figures. One of 
the features—designed to tease a genial 
guest, FBI Chief Edgar Hoover—bore 
the somewhat provocative title, “Crime 
Does So Pay!” The intended moral, if 
any, was not so shocking as the title 
would imply. It was simply to the effect 
that crime may not pay the criminal, but 
it pays other people—policemen, district 
attorneys, judges, criminal lawyers, 
penal and parole authorities, prison help, 
and so forth. Otherwise, crime could not 
operate as a going concern in modern 
society. 


REGULATION is certainly not to be 
compared with criminal prosecution in 
any moral sense. But there does seem to 
exist some confusion in some minds as 
to just what regulation is supposed to 
accomplish. When we hear people talk- 
ing about the “failure of regulation” 
(meaning, of course, public utility regu- 
lation ) it tempts us to ask just what these 
people expect regulation to accomplish. 


WE even asked that very question 
sometime ago and got a very honest an- 
swer—one which might put utility regu- 
lation in the category of criminal prose- 
cution. It was obvious that the party 
thought of regulation as a form of sys- 
tematic prosecution of utility enterprise, 
culminating logically in its extinction, so 
that the “inevitable” transition of gov- 
ernment operation would take over, vir- 
tually by default. 


B uT most of us who have thought about 
public utility regulation do not have 
any such ultimate objective in mind. 
There may be some few politicians who 
think of regulation as an end in itself— 
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to provide jobs and go through formal 
motions of legality, such as a notary 
public affixing his seal to affidavits. There 
may be some others who think of regu- 
lation as a one-way street, designed en- 
tirely for the benefit of utility consum- 
ers, and letting the utility investors look 
out for themselves. 


Yet the basic theory of regulation is 
one of equity—equity for the consum- 
ers and equity for the investors, Of late 
years we have even heard suggestions 
that it might be expanded to include 
equity for utility employees, although, 
so far, we have other regulatory organ- 
izations to administer that special 
province. 


But the broader view of regulation is 
that of something vital—an institution 
of thoughtful research and resolute ac- 
tion quite different from either dead for- 
mality or one-sided prosecution. Unless 
this concept prevails, it is difficult to see, 
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% EXPLOSION-PROOF CONTROLS * FLOAT CONTROLS * GAS PILOT CONTROLS * MERCURY SWITCHES * LIOUID LEVEL CONTROLS 3 


AIR CONDITIONING CONTROLS + UNIT HEATER CONTROLS x OlL BURNER CONTROLS 


There are two things lo bear in mind about 


One The exclusive use of non-corrosive mercury switches. They have proven time 
and again that no other type of contact compares so favorably from the standpoint 


of trouble-free service or long years of continuous operation — without showing 
evidences of a breakdown. 


Fo The simple, accurate and positive means of making necessary operating 
adjustments. No loss of time or annoying guesswork 


Engineers readily concede the value of these qualifications, due to the relative 
functional responsibilities involved in automatic controls. 


Complete catalog sent upon request 


THE MERCOID CORPORATION, 4201 BELMONT AVE., CHICAGO 41, ILL. 
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TYPE M-41 MERCOID WARM AIR LIMIT CONTROL 





Manufacturers of dependable automatic controls for a quarter of a century 
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8 PAGES WITH THE EDITORS (Continued) 


over the long run, how we expect our 
American utility industries to continue 
to grow and expand, so as to maintain 
their reputation to date for rendering the 
best service in the world, to the best peo- 
ple in the world, at reasonable rates to 
the consumer, and a fair return to the 
investor. 


In short, regulation should prevail, not 
for itself alone, nor for any one group 
or combination of groups. Equal and 
dynamic regulation is, in the field of pub- 
lic utility operation, the counterpart of 
“equal justice under the law” in the gen- 
eral field of jurisprudence. 


One of the primary attributes of equal 
and dynamic regulation is that it shall be 
clearly and fairly defined by law. Twen- 
ty years ago critics of regulation were 
complaining about gaps and “no man’s 
land” existing between Federal and state 
jurisdiction. Congress, in response to 
these criticisms, passed legislation ex- 
panding Federal commission activities. 
State legislatures, likewise, overhauled 
state laws with the same end in view. 


ODAY we seem to be troubled, not 

with gaps or “no man’s land,” but 
with overlapping and duplication, or at 
least complaints about the same. It is un- 
derstandable, of course, that a utility 
which is unequivocably operating in both 
interstate and intrastate commerce must 
expect to serve two regulatory masters. 
But other operating circumstances are 
not so simple or clear cut. 


THE opening article in this issue deals 
with such a situation. CHARLES L. CAMP- 
BELL, author of this article on jurisdic- 
tional problems arising under the Federal 
Power Act, was born in St. John, New 
Brunswick, in 1877, and educated in 
Canadian public schools. The beginning 
of his public service career was in the 
accounting department of the Canadian 
Pacific Railway in 1894. Shortly after 
the turn of the century, Mr. CAMPBELL 
turned his attention to street railway op- 
erations in Connecticut, becoming audi- 
tor of the Consolidated Railway Com- 
pany of New Haven until 1911. He then 
served as treasurer of the United Elec- 
tric Light & Water Company of Water- 
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bury until 1917 when he joined his pres- 
ent organization, the Connecticut Light 
& Power Company, first as treasurer and 
secretary and then as vice president and 
treasurer. He is now president of that 
company. He also has been active in 
civic, state, and industrial associations. 


* * * * 


pens ownership, as well as. public 
utility regulation, has a tendency to 
spill over its boundaries, unless peri- 
odically checked and examined. An in- 
teresting study of the experiment in com- 
munity development at Norris, Tennes- 
see, by the Tennessee Valley Authority 
is the subject of the article (beginning 
page 686) by Larston D. Farrar, pro- 
fessional writer of Washington, D. C. 


* * * * 


AMES H. Co..ins, whose article on a 
broader approach to industrial acci- 
dents begins on page 693, is a free-lance 
writer on business and economic sub- 
jects, now resident in. Hollywood, Cali- 
fornia. Mr. Cotins will be recalled for 
his many years as editor of the monthly 
magazine of the Los Angeles Chamber 
of Commerce, Southern California Busi- 
ness. 


THE next number of this magazine 
will be out December 4th. 


A, Cdliiliae 
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Portagraph will cut your copying time 
by over 80% and reduce your copying 
costs to less than half the cost of syping 
the copies. In addition, Portagraph 
copies are true facsimile copies—they 
show seals, signatures or rubber stamps 
which typewritten copies cannot show. 
Portagraph copies may be introduced 
as legal evidence. 


—AND REDUCES COSTS 


The form above shows a total of 105 copies made from four- 
teen different records. By the most conservative estimate, the 
manual copying time for those records would be over eight 
hours. And that does not include any correcting or proof- 
reading time, and Portagraph will do them in 134 hours. 

This new analysis form enables you to estimate just how 
much copying time Portagraph will save you. Simply have 
your typists use this form to keep a record of the copying 
they do. When they return the completed form, total up 
column 6 (see illustration) and divide by 60. The answer will 
be about the number of hours it takes to make Portagraph 
copies of those same records. Write for your supply of these 
forms today—they’re free. Address Remington Rand Inc., 
Photo Records Division, Room 2673, 315 Fourth Avenue, 
New York 10, N. Y. 


baad 
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For built into every CLEVELAND are just 
exactly those features required to assure 
peak performance in all types of soil 
and terrain, including such pioneered 
CLEVELAND features as... 


@ Unit Type Construction 

© Transmission Controlled Speeds 
@ Flush Mounted Buckets 

© Welded Steel Fabrication 

© Trailer Mobility 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE © CLEVELAND 17, OHIO 
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Columnist, The Chicago Journal 
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The Wall Street Journal. 
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President, Northwest 
Bancor poration. 
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President, Republic Steel 
Corporation. 


Howarp CHASE 
Director of public relations, 
General Foods Corporation. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MOoNTAIGNE 





“The nation needs fact finders, but should not expect 
soothsayers.” 


¥ 


“Now is no time for any man in any business to remain 
unaware of the very real use he can make of intelligently 
applied publicity.” 


> 


“Government must reéstablish confidence in our paper 
currency, and do it by acts which indicate the existence 
of a sound, constructive fiscal policy.” 


¥ 


“It does indeed appear that competition in industry is 
to be more ‘rugged’ than ever before and that the myth 


that identifies bigness with monopolism is finally ex- 
ploded.” 


> 


“The problem today is not so much a matter of tax 
reduction, important as that is. The real urgency is for 
tax reforms. The whole question of government spend- 
ing and debt management, as well as taxation, must be 
reconsidered in the light of their effect upon production, 
consumption, and employment.” 


> 


“I’m not a pessimist about the future but I do believe 
that it’s going to require more skill, more effort, more 
time, more thought, to carry on successfully in the months 
to come than it ever has before. If we tighten our belts, 
lick each problem as it comes up, show a high degree of 
courage and initiative, we’ll keep a green light ahead of 
us and the red light of Communism turned the other way.” 


* 


“The greatest asset of those who would destroy free- 
men and free institutions is the sense of human frustra- 
tion which we, in our mad rush toward technological, but 
not human, progress have allowed to develop. The future 
—not only of a business system but perhaps of western 
humanitarian civilization—hangs upon the willingness of 
today’s men of business to concentrate their brains and 
energies into an all-out attack on human frustration.” 


12 
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YOURS... 


to help you pave the way 
ctivity 


for greater 
electrically 


MORE POWER TO AMERICA is a co-operative pro- 
gram designed to help increase the productivity 
—and earning power—of Americans at their 
jobs. It aims to do this by p sige” the “tell- 
how” and “show-how” that will stimulate 
broader, more efficient use of electricity in in- 
dustry and agriculture. 

The manuals that are the backbone of this 
program are prepared by top-ranking engi- 
neers. Motion pictures or sound slidefilms pro- 
vide afocal point for gatherings of all interested 
groups. Instructive booklets for your customers 
summarize the benefits of electrification. 

Many of these programs have been men- 
tioned in this space in the past. The latest, on 
oil-field deeplhenton, has recently been re- 
leased. It shows the benefits of modernization 
of oil production methods by more efficient use 
of electric power. 

Your G-E representative will be glad to tell 
you all about these More Power to America 
Programs. Apparatus Dept., General Electric Co., 
Schenectady 5, N. Y. 


From “Lease on the Future”—the full-color sound 
motion picture that forms part of the new MPA 
oil-field electrification program. 


GENERAL® 


ELECTRIC 
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EprroriAL STATEMENT 
The (New York) Sun. 


Excerpt from “Pulling Together,” 
published by National Small 
Business Men’s Association. 


Epwarp T. KAaveny 
Secretary, Wisconsin Public 
Service Commission. 


Henry Forp II 
President, Ford Motor Company. 


B. M. McKetway 
Editor, The (Washington, D. C.) 


Evening Star. 


CHARLES EpISsON 
Former governor of New Jersey. 


Epiror1AL STATEMENT 
The New York Times. 


C. S. DuNcAN 
Economist, Association of 
American Railroads. 
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“One great political proposition remains: That the 
people of New York city, alone among the people of all 
large cities in the United States, are unable to pay what 
it costs to ride on a rapid transit system.” 


* 


“We oppose usurpation of state rights and private 
p-operty through creation of various national authorities, 
such as the TVA, MVA, and all such agencies as com- 
pete with private enterprise and remove assessable prop- 
erty from state tax rolls.” 


> 


“All the cheerful greetings of the executives, all the 
honeyed words of the publicity department, and all the 
high-powered promotional campaigns fail to accomplish 
as much good for an organization as the daily grist of 
courteous, tactful handling of the public by the personnel.” 


* 


“Hope without opportunity is a bag of.nothing. It is 
in our own land of opportwnity that man has been given 
the chance to do something about his dreams. ‘Go to it,’ 
America says to the individual. ‘Dream your dreams, and 
work to make them come true. We will all benefit there- 
by.’” 


a 


“Curbs on the freedom to publish opinion, the freedom 
to publish the news, the freedom to criticize, to attack, 
to expose, if imposed on newspapers, would mean loss to 
the people—not merely to the newspapers—of a freedom 
which the people should be willing to preserve at all 
costs.” 


v 


“We cannot go on leaving politics to the politicians 
while the scientists think up more deadly bombs, find 
new strains of plague bacteria, invent missiles that find 
their own targets, and so on. If civilization is to be 
flourishing in 2047 it must bring society and science close 
together . . . and soon.” 


¥ 


“Under the complex conditions of modern life all eco- 
nomic systems are inevitably, necessarily, and properly 
subject to ‘restrictions.’ The real test is whether the re- 
strictions are such as to encourage or discourage healthy 
enterprise, increasing production, and the achievement of 
a high standard of living.” 


> 


“Private management everywhere, not only in trans- 
portation, must be awakened to the danger of our policy 
of drift today. We must have the support of others, our 
competitors, the users of transportation, the bankers, in- 
vestors, and all good men and true who believe in the 
cause of free private enterprise.” 
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Imagine doing an analysis job 
with not 6... but 300 hands! 


HAT’S what happens in our Bill Fre- 

quency Analyzer which is one of the 
most remarkable machines you ever saw. 
It is an electro-mechanical device with 300 
registers which automatically classify and 
accumulate—all in one step! 


150,000 to 200,000 


This mechanical marvel is exclusive with 
us and of especial interest to you for the 
speed and ease with which the machines 
compile bill analyses. 


Operated by our trained personnel, these 
machines can analyze between 150,000 and 
200,000 bills in one day! And no clerical 
work is required in your office. 


The cost for this unusual service is also 


worth looking into. The charge is but a 
small fraction of a cent per item. 
Get all the facts 


Read the FREE booklet, “The One-Step 
Method of Bill Analysis,” which will give 
you further details. Send for it now! 





RECORDING AND STATISTICAL CORPORATION 


102 MAIDEN LANE, 


NEW YORK 5, N. Y. 
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Recent C-E Steam Generating 





COMBUSTION 


C-E PRODUCTS INCLUDE ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND STOKERS: ALSO SUPERNEATERS, ECONOMIZERS AND AIR WEATERS 


$s 
# 
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Units for Utilities... 





GADSDEN PLANT 


ALABAMA POWER COMPANY 


HE C-E Unit, illustrated here, is one of two such units which 
| ate the steam generating equipment for the initial 
section of the new Gadsden Plant of the Alabama Power 
Company at Gadsden, Alabama. These units will serve 2 — 
60,000 KW turbine-generators. 

Each unit is designed to produce 600,000 lb of steam per 
hr at 875 psi and 900 F. They are of the 3-drum type with 
2-stage superheaters and have an integral economizer in the 
rear pass. Ljungstrom regenerative air heaters follow the 
economizer surface. 

The furnaces are fully water cooled employing closely 
spaced plain tubes throughout except for the use of finned 
tubes in the roof section. These furnaces are of the basket- 
bottom type and discharge to a sluice for ash removal. 

Pulverized coal firing is used employing C-E Raymond Bowl 
Mills and Vertically-Adjustable, Tangential Burners. This 
burner arrangement, in conjunction with Montaup-type by- 
pass dampers, assures accurate control of superheater 
temperatures. B-172A 


Ay 
JIENGINEERING 


mS 200 MADISON AVENUE ° NEW YORK 16, N.Y. 
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NORWALK DISC CHECK VALVES 


Preferred by gas engineers for 70 years 


The 
Industry's 
Most 
Complete 
Line 


Sizes From 


a 


36” 


Immediate Delivery 
on smaller sizes 
From Stocks at 11 Branches 
Hard Seat or Composition Seat 


Quality of workmanship and material and 
sound engineering are good reasons why 
Norwalk stays on top in the disc check valve 
field. But that’s only part of Norwalk’s story. 
Convenient stocks of Norwalk products at 11 
branches help keep installation crews work- 
ing without interruption. Norwalk also has 
qualified gas men at those same 

branches to help their customers 

with the tough problems. 


Norwalk disc check valves are 
available with horizontal swing 
disc, vertical swing disc or free 
floating disc, with either hard 
seat or composition seat. 


Cast iron or bronze in small sizes. Cast iron 
exclusively in the larger sizes. Steel or alu 
minum bodies available on special order. %' 
to 3” sizes screwed, 4” screwed or flanged 
6” to 36” flanged. 


All 125 pound standard. Large capacity with 
low pressure drop. 14” pressure will open fully. 


All discs are ground in. Swing 
disc assembly is easily accessi- 
ble for cleaning, repair or re 
placement . .. without removing 
valve from line. 


Request complete specifications 
and prices today. 


NORWALK VALVE COMPANY 


33 Railroad Avenue 


South Norwalk, Conn. 


SOLE MANUFACTURERS 


NORWALK 


VALVES #© REGULATORS © GOVERNORS 


GAUGES e N.50 INSPIRATOR 


CONNELLY 


GOVERNORS @ VALVES ¢ REGULATS 


GAUGES @® MERCURY LOADERS 
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How to get the RIGHT answer! 


eoolt you need ENGINEERS 
eoolt YOU need CONSTRUCTORS 
eoolt YOU need BUSINESS CONSULTANTS 


EBASCO's all these --- and More! 


.. WHO do we work for? Epasco’s large staff of specialists aids 
business and industry — large and small—any place in the world. 


..- WHEN do we work for them? Whenever they need highly 
specialized assistance - - ° when their own staffs lack the technical 
background, or the time, oF the facilities. We work on & single job or 
on a continuing basis. 


..- HOW do we work for ghem? Epasco pro- 
vides an integrated team capable of following 
through on 4 problem from start to finish. 


ON CALL 
ie WORT, 
i NEEDS» 
OF. Re 


sTRY 


ty 
+ 


A complete outline of ee 
EBasco’s indi oe 

ice to top-manage ee IND 
tained in the broch’ 

Inside Story © j 

—a guide to successful outside 

help in your business and in- 

dustry. Your copy on request. 


EBASCO 


SERVICES 


rwcoRPORATED 
TWO RECTOR STREET, NEW YORK . ¥. 


saginccer—ConsernasensT Banh? Consultants 
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SHIPS 


22? f 


HYDRAULIC TURBINES 
— and — 


ACCESSORY EQUIPMENT 


kk 
PRESSURE VESSELS 
kk 


STEEL, IRON and 
BRASS CASTINGS 


x* * 


HEAVY FORGINGS— 


ROUGH or 
COMPLETELY MACHINED 


x** 


NEWPORT NEWS SHIPBUILDING 
and DRY DOCK COMPANY 


Newport News, 
VIRGINIA 
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| slippery finish from floor maintenance methods used 
in a large office building caused eleven falls in six months. 
The problem was put to a Legge floor expert: “Give us 
polished, attractive floors which are Non-Slip.” 

After thorough study of floor conditions and mainte- 
nance facilities, the Legge representative introduced a 
practical program. Results: three years of good-looking 
floors without a single accident! 


A WORKABLE PLAN THAT KEEPS COSTS DOWN 


Similarly, in hundreds of leading buildings, institutions 
and plants, Legge scientific floor maintenance, engineered 
to individual 
problems by 
trained techni- 
cians, has pro- 
vided smart- 
looking floors 
with SAFETY. 
Because each 
Legge program 
is tailored to 
your needs... 


















because Legge investigates, prescribes and instructs main- 
tenance crews in effective techniques... you get a workable 
plan which gives you lastingly Non-Slip floors at lower cost! 
Users report 50% less floor maintenance labor with the 
Legge System; 25% less materials; restoration of mal- 
treated floors; effective floor preservation. And you reduce 
accidents up to 95% . . . effect impressive savings in com- 
pensation and liability payments, lowered insurance pre- 
miums. 
GET BEAUTIFUL, SAFE FLOORS 
THIS PROVEN WAY 


The Legge System is the proven 
way to safe, lustrous floors: it is 
approved by leading testing labo- 
ratories; is recommended by casu- 
alty insurance companies. 

Find out how this valuable safety 
service gives you beautiful floors at 
low cost. Send for our free booklet, 
“Mr. Higby Learned About Floor 
Safety the Hard Way.” It’s yours 
without obligation. Just clip the coupon to your letterhead 
and mail. 





ee ee ae oe 
WALTER G. LEGGE CO., INC. 
1 11 West 42nd St., New York 18, N. Y. 
| 360 N. Michigan Ave., Chicago 1, um. 
1 Gentlemen: 
Please send me your free book, “Mr. 
1 Higby Learned About Floor Safety the 
I Hard Way.” 
Signed 
i Title 
Type of Floor 
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YO COMBINATION OlL SCRAPER AND COMPRESSION RINGS 





CHROME-PLATED TOP COMPRESSION RING wont : . =~ d ( UMAs : 


4 ¢ . 
- v, #. 








ALUMINUM -ALLOY PISTONS 


















& ee 
. ; WITH STEEL STRUTS on 
P le A 
Alli TOCCO-HARDENED >», 
ge | BEARING 
JOURNALS 
RESSUR’ 
ARGE € 
LADIAT 
WIDE WIDE FACED CRANKSHAFT STATICALLY 


L-SEALING 
RING 


lag ts AND DYNAMICALLY BALANCED 
TIMING GEARS 





A 
‘ 7-bearing crankshaft, with Tocco- 
‘a <_ hardened journals. Aluminum alloy 
“ . pistons with four rings. Replaceable 


multiple-layer bearings. 


> 


> 


Rugged, dependable rear axles— 
Oe single-speed; single-speed, double- 


reduction, and 2-speed, doubie- oe OB. ’ a AN SHI 
reduction fit every hauling d ot ansible 






(YEVIDENCE 


FEAND ECONOMY OF 


% 





heavy-duty trucks were especially 
mgineered and built for long, eco- 
pmical service. 
They're powered by two brilliant 
ruck engines, of 282 and 331 cubic 
nch displacement. Horsepower-to- 
yeight ratios reach a new high! These 
ngines develop 225 and 270 pound- 
eet of torque respectively—and main- 
in high torque output over a wide 
speed range. 


Engine cylinder walls, of chrome nickel 
molybdenum alloy cast iron, are so 
rd that wear is almost non-existent. 
alves are made of silchrome,; a spe- 
ial valve material of exceptional dura- 
bility. For long life, exhaust valves are Stellite-faced exhaust valves 
odium-cooled; valves and valve seat ae. and seat inserts. (All valves 
inserts are stellite-faced. { and valve seat inserts are of 


hard, durable silchrome.) 

Everywhere, unnecessary surplus 

eight is ae by improved de- 4 
sign and advanc metallurgy. New R oe Gated 
and strictly heavy-duty clutches, and 3 ae Rie sel oe oan 
a remarkably efficient five-speed trans- Ted cooling. 
mission—coupled with rear axles of ; op 

new design—provide a highly efficient : —- — — _— 
fransmission of torque to the wheels. aed Rwy nelle 


If your transportation requirements . bt 

fall within the 18,500 to 23,000-pound Slam Gat cae 
gross vehicle weight ranges (up to = . 
40,000 pounds G.T.W.) we believe you'll : & T2ppets lubricated by pressure 
find these “Heavyweights” your long- ms feed for long life. 

awaited answer to lower-cost hauling : . 

in their capacity ranges! See your F ous cams to poe 4 pent 
Dodge dealer. bearings. 


, = 
J B ] ROM radiator to rear axle, these 
i. 





I ere 


2 Sodium-cooled exhaust valves. 











This highly effective cooling system is an 





WATER RECIRCULATION BY-PASS <q. oortant reason for the greater economy, 
‘ dependability, and longer life of these 
RESSURE TYPE RADIATOR CAP ~ 
E RADIATOR CAP AUTOMATIC WARM-UP VALVE heavy-duty trucks. 

AR ad —, 
po ae poly POWERFUL WATER PUMP Rugged 5-speed transmissions and heavy- 
WITH SIX-BLADE IMPELLER duty clutches, with capacity well in excess 
of engine torque, insure long life, low- 


7 cost maintenance. 


® FULL-LENGTH 
A | are CYLINDER 
bd ‘ ; COOLING 
a i; 7A i= 


mat 4 Sec 
Tal tment 
aa » < : " 
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Engineered for Power Station Needs 


EXIDES are always ready for in- 
stant action. They are engineered 
to meet the varying battery require- 
ments of power station operations. 
Exide makes several types of stor- 
age batteries. These batteries, 
through proved performance for 
over 50 years in central station 
work, have earned the confidence 
of utility engineers everywhere. 
When you buy an Exide you are 
buying the utmost of storage bat- 


tery dependability, long-life and 
ease of maintenance. 

Whatever your storage battery 
problems may be Exide engineers 
will be glad to help you work 
them out. 


Exide 


BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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Attilities Almanack 








ve NovEMBER 9 





q North Conte Leopenn Telephone Association begins convention, Southern 
Pines, N. C., 8) 





@ West Virginia Public Utilities Association begins meeting, Hot Springs, Va., 1947. 





9 American Water Works Association, Florida and Cuban Sections, ends joint meeting, 
St. Petersburg, Fla., 1947 





4 Oklahoma Telephone Association will hold convention, Oklahoma City, Okla., Dec. 
1947. 


Pe) 





9 American Gas sow iation, Home Service Committee, will hold meeting, Chicago, Iil., 
Jan. 21-24, 19 





q > ee International Heating Ventilation Exposition will be held, New York, N. Y., 
Fe , 194 





9 New England Gas Association will hold annual meeting, Boston, Mass., Mar. 
1948. 





4 Southern Gas Association will hold annual convention, Galveston, Tex., Mar. 
1948. 





9 Mid-West ” meee: Gas Sales Conference will be held, Chicago, Ill., Mar. 
29-31, 1948 





4 American Gas Association, Natural Gas Department, will hold convention, Houston, 
Tex., Apr. 4, 5, 1948. 











4 Gas Appliance Manufacturers Association will hold annual meeting, Chicago, Iil., 
Apr. 5-7, 1948. 





@ DECEMBER z 











9 American Society of Mechanical Engineers begins annual meeting, Atlantic City, N. J., 





9 American Gas Association, Industrial and Commercial Gas, will hold sales conference, 
Windsor, Canada, Apr. 7— 9, 1948. 





Edison Electric Institute-American Gas Association will hold accounting conference, 
St. Louis, Mo., Apr. 12-14, 1948. 
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Courtesy, American Gas & kLlectric Company 


Policing the Hottest Line in the World 


A 500-kilovolt Westinghouse earthquake- ag lightning arrester located on the experimental 
transmission line at Brilliant, Ohio. The line, energized during tests, can carry up to 
500,000 volts. This is a new departure in ‘electrical transmission for America. 
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Amendments to the Federal 
Power Act 


An analysis of a stubborn jurisdictional problem 

affecting the Federal Power Commission and an 

electric utility company operating in the state of 
Connecticut. 


By CHARLES L. CAMPBELL* 
PRESIDENT, THE CONNECTICUT LIGHT & POWER COMPANY 


HE next session of Congress will 

undoubtedly see a renewal on a 

more vigorous scale of the move- 
ment started during the past year to 
more clearly define the jurisdiction of 
the Federal Power Commission over 
public utilities and licensees, as those 
terms are used in the Federal Power 
Act. The bitterness of the controversy 
is, in my opinion, largely the responsi- 





*For personal note, see “Pages with the 
Editors.” 
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bility of the Federal Power Commis- 
sion. As president of The Connecticut 
Light & Power Company, which en- 
gaged in six expensive but finally suc- 
cessful years of litigation with the 
Federal Power Commission over its 
right to exercise jurisdiction over this 
company, I am somewhat familiar 
with the activities of that commission. 

The Federal Power Act, originally 
adopted in 1920, consists of three 
parts. Part I in general provides for 
NOV. 20, 1947 
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the creation of the Federal Power 
Commission, the issuance of licenses 
for the improvement of navigation, the 
development of water power, and the 
regulation of licensed projects. The 
commission administers not only Part 
I of the act, but also Parts II and III. 
Part II in general provides for the 
regulation of electric companies en- 
gaged in interstate commerce. Part III 
relates to licensees under Part I and 
interstate public utilities under Part II 
and contains the procedural and ad- 
ministrative provisions of the act. 


T should be remembered that Parts 
II and III of the act were added in 
1935 because of the decision of the 
United States Supreme Court in 1927 
in Rhode Island Public Utilities Com- 
mission v. Attleboro Steam & Electric 
Co, (273 US 83) commonly called the 
Attleboro Case, which held that sales 
of electric energy at wholesale in inter- 
state commerce between public utilities 
located in different states were not sub- 
ject to regulation by the states, and in 
the absence of Federal regulation such 
sales went unregulated. Parts II and 
III of the Federal Power Act were 
therefore passed so that Federal juris- 
diction could be asserted over such 
interstate public utilities. The Federal 
Power Commission has used these 
Parts to assert its jurisdiction over 
intrastate public utilities as well. 

This assertion of jurisdiction results 
in a duplication and overlapping of 
Federal and state regulation. Such 
duplication of regulation imposes a 
real hardship on any company. It means 
that the company is subject to two 
masters, the Federal Power Commis- 
sion and the utilities commission of the 
state in which the company operates. 


This may mean two sets of accounts, 
two contrary orders on any subject, 
and similar expensive confusion which 
serves no useful purpose, as was well 
illustrated in the case of Jersey Central 
Power & Light Co. v. Federal Power 
Commission (1943) 319 US 61, 48 


PUR NS 129, where the New Jersey 


Board. of Public Utility Commissioners 
said the company could issue and sell 
certain securities and the Federal Pow- 
er Commission said it could not. 

In anticipation of the confusion en- 
gendered by the 1935 amendment to 
the Federal Power Act, and so that 
there would be no question that the 
regulation of Connecticut’s public 
utilities commission over companies 
operating in Connecticut is full, com- 
plete, and effective, let me quote from 
§ 1414c of the Public Acts of the State 
of Connecticut enacted in 1935: 


Powers and Duties of the Public Utilities 
Commission 

(a) The general purposes of this section 
are to assure to the state of Connecticut its 
full power to regulate its public service cor- 
porations, to increase the powers of the pub- 
lic utilities commission, and to promote local 
control of the public service corporations of 
this state, and it shall be so construed as to 
effectuate these purposes, 

(f) ...No... official, board, or com- 
mission purporting to act under any govern- 
mental authority other than that of this 
state or of its divisions, municipal corpora- 
tions, or courts, shall interfere with or at- 
tempt to interfere with or exercise authority 
or control over any gas, electric, or water 
company incorporated by this state and en- 
gaged in the business of supplying service 
within this state . . . without first having 
obtained the approval of the commission, ex- 
cept as the United States may properly 
regulate actual transactions in interstate com- 
merce. 


Fr is interesting to note that this act 
was passed by both houses of the 
legislature, the house at that time being 
Republican while the senate was con- 
trolled by the Democratic party, and 
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the act was approved by a Democratic 
governor, so it was clear that, so far 
as the state of Connecticut was con- 
cerned, there were no partisan politics 
entering into the matter at all. 

In the case brought by the Federal 
Power Commission against my com- 
pany, the commission’s claim was 
based on what the company believed 
was an erroneous interpretation of the 
law, and, when it finally reached the 
United States Supreme Court, the 
court upheld the company’s view of the 
law and remanded the case to the Fed- 
eral Power Commission for further 
proceedings, and the commission sub- 
sequently dismissed the case. The 


company spent a substantial sum in 
establishing its rights and consumed a 
great deal of valuable time of its offi- 
cers and staff on this case, and this was 
during the war when those efforts 


might have been better expended in 
other directions. 

In the show-cause order issued 
against the company, the commission 
directed the company, among other 
things, to show cause “Why the com- 
mission should not institute appropri- 
ate proceedings against it, its officers or 
directors for such failure or refusal to 
comply with applicable orders, require- 
ments, and requests of the commis- 
sion.” Also at the first day’s proceed- 
ings in the case the counsel for the 
Federal Power Commission made the 


q 


7 


following statement as part of record: 


The commission’s counsel gives notice 
further that they shall ask the commission 
to fix the amount of forfeiture to be paid 
by the respondent for each of its several 
failures to comply with orders of the com- 
mission, and we shall ask the commission to 
refer the record or part of the record to the 
Department of Justice for the collection of 
the forfeitures and the imposition of the 
penalties, by appropriate civil and criminal 
proceedings. 

It is a fair question whether the pur- 
pose of the Federal Power Commis- 
sion, in making this statement, was not - 
to intimidate me so I would drop the 


proceedings and submit to its claim of 


jurisdiction. 
. was at no time claimed in our case 
that there was any gap in regula- 
tion or that any transaction of any of 
the companies involved was not fully 
regulated by the public utilities com- 
mission of the state of Connecticut. 
This is merely one illustration. There 
are plenty of others, where the com- 
mission has assumed jurisdiction and 
interpreted the law, in my opinion, 
away beyond that intended by Con- 
gress. Part of this may well be due to 
the ambiguous or faulty language of 
the statute itself. 

It appears to me, therefore, that the 
time has arrived to clearly define the 
limitations of the jurisdiction of the 
Federal Power Commission, and to 
clear up any ambiguities in the act, so 
the Federal Power Commission can 


“No public utility company objects to regulation—the ob- 
jection is to DUPLICATE regulation. It would appear obvious 
that intrastate utilities can best be regulated, both from an 


efficiency and economy standpoint, by a local commission, 
rather than by a Federal commission. The nearer the regula- 
tory authorities are to the problems, the more likely they will 
be settled sensibly and to the best interests of all concerned.” 
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confine itself to the task for which 
Congress created it. 

No public utility company objects to 
regulation—the objection is to dupl- 
cate regulation. It would appear ob- 
vious that intrastate utilities can best 
be regulated, both from an efficiency 
and economy standpoint, by a local 
commission, rather than by a Federal 
commission. The nearer the regulatory 
authorities are to the problems, the 
more likely they will be settled sensibly 
and to the best interests of all con- 
cerned. 

Another example of the overreach- 
ing of the Federal Power Commission 
is found in its regulation of Part I of 
the act, dealing with licenses on navi- 
gable streams. The Federal Power 
Commission, not content with assert- 
ing jurisdiction over intrastate utilities, 
has recently tried to assume jurisdic- 
tion over some manufacturing com- 
panies which are not in the utility busi- 
ness and do not sell utility service but 
merely maintain some kind of facility 
on or near a so-called navigable river. 
For example: In June of 1946 the 
Federal Power Commission addressed 
letters to six small Connecticut manu- 
facturing companies, stating in effect 
that at Windsor Locks, Connecticut, 
they were unlawfully operating hydro- 
electric plants without Federal author- 
ity and demanded that they take out 
licenses from the Federal Power Com- 
mission. 


a of these companies leases or 
purchases water from the Wind- 
sor Locks Canal Company. Each of 
these companies is a small manu factur- 
ing concern of the family ownership 
type, some of which have been in busi- 
ness at their present location for more 
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than one hundred years. Two of these 
companiesare manufacturers of paper ; 
one is a manufacturer of sweaters, 
underwear, and yarns; one is a manu- 
facturer of chucks ; and one is a manu- 
facturer of casters and handling equip- 
ment. All of these companies usé the 
water which they lease or purchase 
from the Canal Company for manu- 
facturing processes and purposes. In 
addition, these companies use a portion 
of the water to turn mechanically cer- 
tain machinery and also to generate a 
small amount of electric energy for 
lighting or power purposes in their 
plants. The amount of electricity gen- 
erated is small and none of it is sold 
by any of these companies to anyone 
else. In fact, the total generating 
capacity of all of these companies from 
the water purchased is approximately 
1,100 horsepower. 

With a view, therefore, of correct- 
ing these situations, there were intro- 
duced into the House of Representa- 
tives in April of this year the so-called 
Miller bills, HR 2972 and HR 2973. 
Immediately there arose a hue and cry 
from the so-called liberal press colum- 
nists denouncing these bills. This de- 
nunciation usually took the form of 
irresponsible and hysterical ranting 
about the return of the power trust and 
the Insull era with watered stocks, 
bribed legislators, pyramiding of prop- 
erties, and like reckless and corrupt 
abuses. 

There was no factual basis for these 
denunciations. In most instances the 
columnists accepted, apparently with- 
out question, propaganda believed by 
many to have emanated from the Fed- 
eral Power Commission. At the com- 
mittee hearings on the bills the only 
people who appeared in opposition were 
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Expansion of Regulatory Jurisdiction 


<< HE manner in which the Federal Power Commission has expanded 

its regulatory jurisdiction and steadily encroached upon that of 

state commissions over the past decade may be compared to the proverbial 

camel of Aesop’s fable who, when. allowed to put his head in his master’s 

tent, by degrees was able to move the rest of his body in and, in the 
process, to push his master completely out.” 





the Federal Power Commission and its 
staff. They took a lot of time showing 
what the Federal Power Commission 
had done and praising the work of that 
commission. Among other things, 
they apparently felt that they had a 
duty to protect the investor, notwith- 
standing the fact the Securities and 
Exchange Commission was created, 
among others, for that specific purpose, 
and the investor is furnished all the 
protection which is deemed necessary 
by the requirements of that commis- 
sion. Nobody had attacked the Power 
Commission for the work it had done 
in the field to which it should confine 
itself—the objection was to its going 
far afield from the job it was created 
to do. 


HE manner in which the Federal 
Power Commission has expanded 
its regulatory jurisdiction and steadily 
encroached upon that of state commis- 
sions over the past decade may be com- 
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pared to the proverbial camel of 
Aesop’s fable who, when allowed to 
put his head in his master’s tent, by 
degrees was able to move the rest of 
his body in and, in the process, to push 
his master completely out. Now, before 
I am accused of being biased (which I 
am after my experience with the com- 
mission), the facts are that the Federal 
Power Commission itself admits this, 
and I quote from the record on the 
hearings held on the Miller bills: 


CoMMISSIONER OLps. I think it would be 
desirable for the Federal government to as- 
sure uniform accounting throughout all of 
the electric utility companies. 

Mr. HESELTON (member of the com- 
mittee). In other words, Mr. Olds, then you 
want the Federal government to control; 
to have some control over the distribution of 
electric energy in the United States irrespec- 
tive of whether it is intrastate or interstate 
or whether or not it is obtained from steam 
generated by coal or from dams on a river? 

CoMMISSIONER Ops. I think that ulti- 
mately it would be wise for the Federal gov- 
ernment to extend control over the accounts 
of all electric utilities. 

Mr. Hesetton. I think we understand 
each other. 
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Those who appeared at the hearing 
in favor of the bills were not only repre- 
sentatives of utilities and manu- 
facturers but included such persons as 
John E, Benton, advisory counsel, and 
Frederick G. Hamley, general solicitor, 
of the National Association of Rail- 
road and Utilities Commissioners; 
John L. Collins, special counsel for the 
public utilities commission of the state 
of Connecticut; General Sanford H. 
Wadhams, chairman of the water com- 
mission of the state of Connecticut; 
Lester Hooker, chairman of the state 
corporation commission of Virginia; 
Herbert Ferguson, chief counsel, and 
George Steiumetz, engineer, of the 
public service commission of Wiscon- 
sin. In other words, it is fair to say 
that the support given these bills 
comes from persons other than public 
utility and manufacturing executives. 


I SHOULD like to review what I con- 
ceivetobethe purpose of these bills : 

Briefly stated, the purpose of House 
Resolution 2972, as I see it, is to amend 
the Federal Power Act so as to make 
it plain that the Federal Power Com- 
mission will not have jurisdiction over 
local intrastate operating companies 
engaged solely in local distribution, 
whose facilities are located wholly 
within one state. 

The bill, in addition, will exempt 
from the jurisdiction of the commis- 
sion emergency exchanges of energy, 
exchanges at cost, and inconsequential 
exchanges between companies in differ- 
ent states, and allows companies to 
have interconnections with govern- 
mental agencies, and also provide that 
if a company ceases to be a public 
utility under the act it is no longer 
subject to commission jurisdiction. 


NOV. 20, 1947 


It is not the purpose of the bill to 
exempt from the jurisdiction of the 
Federal Power Commission any com- 
pany whose facilities cross state lines 
nor to recreate the “Attleboro gap,” as 
contended by the commission. 

It is not the purpose of the bill to 
exempt from the jurisdiction of the 
Federal Power Commission any com- 
pany like the Narragansett Company 
in the Attleboro Case, which sells elec- 
tric energy in interstate commerce, but 
the amendment does exempt companies 
such as the Jersey Central Power & 
Light Company. 

It is not intended by the bill to grant 
general immunity to any company, as 
the commission contends. 

The purpose of House Resolution 
2973, as I see it, is to amend the Federal 
Power Act'’so as to clarify the licensing 
authority of the Federal Power Com- 
mission over projects in waters of the 
United States. The Federal Power 
Commission for licensing purposes has 
successfully claimed jurisdiction over 
practically every stream in the United 
States and is forcing utilities, and 
manu facturing concerns as well, to take 
out licenses for the continued mainte- 
nance of their projects, even though 
such projects have been in operation 
for many, many years. The commis- 
sion has completely overridden any 
state jurisdiction in this respect. Repre- 
sentatives of the commission who were 
asked at the hearings on the bill to 
name rivers in the United States over 
which the commission did not claim 
jurisdiction were unable or unwilling 
to do so. HR 2973 is offered to cor- 
rect this situation and it is believed that 
in so correcting it the true intent of 
Congress is asserted and the public in- 
terest served. 
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AMENDMENTS TO THE FEDERAL POWER ACT 


‘es my mind, it is clear that the Fed- 
eral Power Act should be amend- 
ed in the manner proposed by these 
two bills. In connection with our own 
case, the Supreme Court of the United 
States made a very interesting observa- 
tion and I quote: 


Every facility from generator to the ap- 
pliance for consumption may thus be called 
one for transmitting such interstate power. 
By this test the cord from a light plug to a 
toaster on the breakfast table is a facility 
for transmission of interstate energy if any 
part of the load is generated without the 
state. 


The question might well be asked, 
therefore, if the Federal Power Com- 
mission intends to assert jurisdiction 
over the housewife operating the toast- 
er on the breakfast table. What is to 
stop it? 

The representatives of the Federal 
Power Commission claimed that the 
Federal Power Act, which was last 
amended twelve years ago, is not sus- 
ceptible of amendment. That is ridicu- 
lous. We have learned, I hope, some- 
thing in these twelve years. It is quite 
evident that the present act is not free 
from ambiguities; otherwise, there 
would have been no lawsuits to con- 


strue it, and particularly there would 
have been no dissenting opinions in the 
Supreme Court; and there were dis- 
senting opinions in almost every case 
involving the interpretation of this act. 
Surely we are entitled to have acts of 
Congress amended when they are am- 
biguous, and improved where improve- 
ments are called for; and we ought to 
be allowed to recommend and urge 
such changes without being accused of 
turning the clock back, as well as being 
subjected to other vicious and uncalled- 
for attacks on our integrity. 

I believe that, if these bills are 
adopted, state utility commissions, the 
manufacturers, and utility companies 
will know where they stand, and the 
utilities will not find themselves con- 
fronted with conflicting orders ; while, 
on the other hand, the Federal Power 
Commission will be able to attend 
properly to the tasks which are clearly 
its and not spend a lot of time and tax- 
payers’ money in chasing will-o’-the- 
wisps in the form of strained interpre- 
tations of the law, such as was done in 
the case of The Connecticut Light & 
Power Company. 





“= nearly four decades our sense of values has been 
warped by the stupendous outlay of money for specula- 


tion and pump priming, with the consequent depreciation of con- 
sumer purchasing power. The impression has been created that 
this vast outpouring of money is evidence of great wealth and 
the key to abundance, ease, and security, and that the long- 
looked-for formula of getting something for nothing has at last 
been found. Out of the confusion there developed a national 
theory that we need not worry about the debt since we owe it to 
one another. Such a fantastic and false philosophy must be aban- 
doned or we face disaster. It is imperative that we live within 
our means and balance the budget through a sharp reduction 
in nonessential expenditures, and thereby provide for a reduc- 
tion in taxes.” 

—Excerrt from “New England Letter,” published 

by The First National Bank of Boston. 
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Norris, Tennessee: 
An Abandoned Experiment 


An appraisal of the TVA’s venture in community 
planning and operation on behalf of its employees. 


By LARSTON D. FARRAR* 


HE announcement by the Ten- 

i nessee Valley Authority that it 

will sell the town of Norris, Ten- 
nessee, at a public auction to the highest 
bidder, or bidders, is a result of what 
has happened to American political 
thinking in the past decade, but it also 
may be a harbinger of things to come. 

If TVA will “liquidate” Norris 
town, it’s possible also that it will 
“liquidate” its fertilizer and chemical 
plants eventually. Possibly, but not 
probably, the end of TVA control over 
Norris may be the first move towards 
deflating TVA itself. Time alone will 
tell. 

What TVA’s announcement means 
is that the authority is getting out of 
the real estate business to a slight ex- 
tent, It is pulling in for a little more 


*Mr. Farrar is a nationally known profes- 
sional writer of business and popular articles. 
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comfort’s sake. That the authority is 
divesting itself of a town because it 
feels that it must, is accepted by most 
practical observers of the national 
scene, statement of some officials to the 
contrary notwithstanding. The prac- 
tice of government agencies of expand- 
ing wherever and whenever possible is 
now so ingrained that it is generally as- 
sumed that they never deflate except by 
necessity. 

TVA, of course, never was and 
never will be simply a multipurpose 
public project engaged, among other 
things, in rendering a wholesale public 
utility supply service in a certain de- 
fined territory, The “valley,” specifical- 
ly the Tennessee valley, is a lot larger 
now, by TVA definitions, than a lot of 
southerners ever conceived it to be in 
days of long ago. TVA always has 
been and always will be, as long as it is 
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in existence, a quasi political movement 
and representative of a certain type of 
political thinking. The men who work 
for it may or may not realize this in so 
many words. But experienced analysts 
generally take that view, whether they 
approve or disapprove. 


TS most ardent proponents have 

dubbed it “Socialism in action.” 
Norman Thomas, the perennial candi- 
date for President on the Socialist 
ticket, cheerfully admits this. Com- 
munists in America always have, and 
unless orders to the contrary come from 
Moscow, always will support TVA, for 
an extension of the TVA idea to cover 
the whole nation would go a long way 
toward collectivizing the nation eco- 
nomically. TVA critics have called 
TVA everything from “subsidized 
competition” to “Communism in ac- 
tion,” but until lately they have de- 
claimed in vain against many of its ac- 
customed practices. 

The agency, intrinsically, was a re- 
sult of a political movement and it be- 
came the personification of much of 
the New Deal philosophy. Its advocates 
included those like the late Harry 
Hopkins, who did not mind thinking 
of an America regimented by a thor- 
oughly planned economy. Then there 
is Representative John E. Rankin 
(Democrat, Mississippi), who hates 
Communism as an ideology while he 
endeavors to put over more and more 
spending projects that would siphon 
additional Federal money into public 
projects. 

The technicians who planned the 
town of Norris may, or may not, have 
realized it, but they were not em- 
ployed merely to build a residential 
town for use during the construction of 
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adam. The project was intended to be 
a part of the “wave of the future.” 
Doubtless, some of the planners who 
were pulling the strings in Washington 
hoped with some confidence that Norris 
would not be the only village of its 
kind, but that it would be the first of 
numerous future government-owned, 
government - planned, government- 
dominated villages throughout the na- 
tion. 

Such a statement would not have 
sounded creditable even four years ago 
in Washington. A decade ago, such a 
statement would have drawn ribald 
laughs at almost any cocktail party 
anywhere. But the disclosures of the 
House Committee on Un-American 
Affairs of recent months, proving in- 
trigue with Communists at the higher 
levels of our government during the 
period before World War II, have 
changed the feeling of millions of 
Americans. Now, they can believe what 
was obvious to more cynical observers 
years ago. 


|g owe was not a “Tugwell town.” 

It was built during the same peri- 
od that other government-constructed 
“planned communities” were a-build- 
ing by the dozen under the direction of 
a man who plainly wanted to make over 
the economy, the political life, and the 
government of the U. S.—Rexford 
Guy Tugwell, now as far off the front 
pages and as obscure as the remains of 
some of his once famous, almost for- 
gotten villages. 

Real estate men generally did not 
see the menace of Socialism intrinsic 
in Norris at the time it was con- 
structed. Yet, if Uncle Sam could build, 
operate, maintain, and “keep” one such 
model village going, there was no rea- 
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son, once the idea gained public ac- 
ceptance, why he could not repeat the 
experiment again and again. 

A lot of the real estate men believed 
that the government’s principal objec- 
tive was to establish “yardstick” rates 
for electricity by founding the Tennes- 
see Valley Authority. They did not 
foresee that, within a few years, the 
same benevolent government would be 
threatening them with other “authori- 
ties,” rent controls, subsidized housing 
on a wide scale, and actual ownership 
and operation of realty developments. 
Millions of other non-Communist citi- 
zens laughed when they heard state- 
ments from the operators and owners 
of business-managed utilities, or their 
publicists, that TVA was not intended 
to be the only “valley” authority, that 
others were planned to be forthcoming, 
and that TVA merely was the opening 
wedge in the socialization of America’s 
electric power industry. Today, they 
know. 

Developments, both national and in- 
ternational, put a crimp in the planning 
of the Socialists and Communists that 
may well end their influence in America 
for decades to come. Oddly enough, the 
economic conditions that brought an 
end, or at least a check, to New Deal 
plans and the socialist political trend 
in this country also made Norris, Ten- 
nessee, a financial success. It’s entirely 
likely that Norris will be sold for more 
than its original cost to Uncle Sam, 
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dollarwise, thus enabling the TVA to 
claim a huge profit off its investment. 
The same inflation which has increased 
prices generally has enorn ously in- 
creased the values of real estate gen- 
erally, including the TVA holdings. 


HY must Norris be sold? Stated 

generally, it is this way. Social 
planning, Americans have learned the 
hard way, cannot be pushed beyond the 
accustomed habits and the knowledge 
of the people for whom the “planning” 
is being undertaken. If it is, it leads to 
a reaction against plans that might be 
appropriate for another day and an- 
other generation. 

The town of Norris was ostensibly 
constructed to house construction 
workers on Norris dam and to provide 
the agency with a place for a laboratory 
office and service center adjacent to 
Norris dam itself. It was considered 
that these men, particularly those in 
technical and supervisory positions, 
with a long-term job ahead of them, 
needed homes—not a mere construction 
camp—and it was figured that the 
building of temporary facilities would 
not be real economy. But TVA officials 
say today that the town also was in- 
tended to demonstrate the advantages 
of unified planning and development 
for small urban communities. 

Concern for the welfare of its work- 
ing forces, plus a resolve to secure a 
maximum of permanent good from the 


existence, a quasi political movement and representative of a 


q “TVA always has been and always will be, as long as it is in 


certain type of political thinking. The men who work for it 


may or may not realize this in so many words. But experi- 
enced analysts generally take that view, whether they approve 
or disapprove.” 
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funds that it expended, led the TVA 
from the beginning to plan Norris as a 
complete community, which would pro- 
vide a home atmosphere for the men 
living on the job, and afterwards could 
take its place among the small urban 
centers of the Tennessee valley. “These 
objectives have been realized in a large 
measure,” says Howard K. Menhinick, 
director of TVA’s regional studies and 
coordinator of the Norris disposition 
program. 

The town now contains 330 family 
dwelling units, one residential dormi- 
tory, an administration building, fire 
house, telephone exchange and post of- 
fice, a combined elementary school and 
high school operated by Anderson 
county, Tennessee, a privately operated 
grocery, drugstore, creamery, barber 
shop, beauty parlor, the gasoline sta- 
tion, the TVA Hydraulic Laboratory, 
the office of the TVA Forestry Depart- 
ment, research laboratories of the U. S. 
Bureau of Mines, and a number of 
temporary construction buildings re- 
modeled for community uses, together 
with related roads and utilities. 


Gre completion of construction 
work at Norris dam in 1936, the 
houses have been made available to any- 
one wishing to rent them. The resi- 
dents have been mostly TVA employees 
and non-TVA personnel employed in 


town service activities. At- present, 
about 15 per cent of the residents are 
persons employed in adjacent towns 
and at Oak Ridge. A considerable 
number of the TVA-employee resi- 
dents work in the Knoxville headquar- 
ters of the authority. 

Current rental prices at Norris 
township average about $29 per 
month per dwelling unit, ranging from 


689 


$14 for a low-cost, 3-room duplex unit 
to a maximum of $61 per month for a 
basic 6-room house with finished attic 
rooms and electric heating equipment. 
There has been only one general in- 
crease, ranging from 10 per cent to 15 
per cent. It was in 1937. Before TVA 
announced on June 21, 1947, its inten- 
tions of disposing of the town, it never 
had offered any of the property for 
sale. 

Average construction cost of the 330 
dwelling units in Norris was $4,348, 
per family unit, ranging from $1,311 
for a low-cost, 3-room duplex unit, to 
$10,170 for a 6-room, 2-story, elec- 
trically heated, single-family house, 

The average occupancy rate since 
1934 has been 90 per cent or better. 

Just exactly how much money TVA 
invested in the town would be difficult 
to determine. An estimate of $2,000,- 
000, including cost of acquiring the 
land, building the roads, and all other 
expenses, including the actual construc- 
tion of the homes, would not be too far 
from the actual figure. TVA likely 
has had a gross income of about $1,- 
500,000 from Norris rentals during the 
approximately twelve years of its own- 
ership, but just what percentage of this 
could be considered “profit” would be 
difficult to determine, since TVA never 
has considered its invested funds 
subject to the normal interest rates 
which private funds, similarly invested, 
would incur. Also, no figures are 
readily available as to the cost of up- 
keep. But it does seem likely that TVA 
will show an over-all “profit” on Nor- 
ris when the auction is over and the last 
dime has been accounted for. 


oe town of Norris, having been 
owned and operated by TVA since 
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Rental Prices in Norris 


of ee rental prices at Norris township average about $29 per 

month per dwelling unit, ranging from $14 for a low-cost, 3- 

room duplex unit to a maximum of $61 per month for a basic 6-room 

house with finished attic rooms and electric heating equipment. There 

has been only one general increase, ranging from 10 per cent to 15 per 
cent. It was in 1937.” 





its very inception, never has had any 
local self-government. A town council 
was organized, and functioned for a 
time during the earlier years, but its re- 
lationship to the management of the 
town always was purely advisory. 
Since it was never counted as a Fed- 
eral reservation, Norris’ citizens al- 
ways have had an opportunity to vote 
in county, state, and Federal elections. 

Norris residents of today can boast 
not only that they have lived in a 
“guinea pig” community, from many 
standpoints, but that several of their 
former citizens have made notable 
places for themselves in the great world 
outside the isolated little community. 
These would include David E. Lilien- 
thal, former chairman of the TVA, 
who now is chairman of the American 
Atomic Energy Commission, and J. A. 
(Captain) Krug, present Secretary of 
the Interior who used to be chief en- 
gineer for the authority. A prominent 
resident today is Gordon R. Clapp, 
chairman of the TVA board, who has 
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lived in Norris since the town first was 
completed. 

The town has been a mecca for tour- 
ists far and wide since its completion. 
Early visitors included Mrs, Eleanor 
Roosevelt and the late Senator Norris 
himself. Over the past several years, 
visitors from all parts of the civilized 
world have inspected both Norris dam 
and the town that bears the name of the 
dam site. Among the more prominent 
visitors have been Dr. Hugh Dalton, 
chancellor of the Exchequer of Great 
Britain; Abdel Meguid Pasha Saleh, 
Egyptian Minister of Public Works; 
and Arabian Prince Seif Al-Islan Ab- 
dullah Hamiduddin, of Yemen. 


has been the purpose of TVA since 
the beginning of the Norris de- 
velopment, it has been said, to dispose 
of the town and to assist in the estab- 
lishment of a local government as soon 
as the initial program requirements of 
TVA were met; but the execution of 
the plan was temporarily delayed be- 
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cause of increased demands for housing 
TVA employees engaged in defense 
and war programs and the housing of 
Army and civilian personnel engaged in 
the construction of the Oak Ridge de- 
velopment. Citizens of Norris have 
been asked to help develop a disposition 
plan which would assure the future of 
the town as a normal-going com- 
munity. In accordance with the re- 
quirements of the TVA, disposition 
of the Norris properties must be made 
at public auction. Two disposition 
plans are being explored : 

1. Sale at public auction of the town 
as a single unit. 

2. Sale of houses and lots at public 
auction to individuals, including the 
sale of approximately 150 vacant lots 
suitable for private residential develop- 
ment. 

The residents of Norris, including 
Mr. Clapp himself, presently are en- 
gaged in exploring various possible al- 
ternative governmental arrangements 
and their comparative economics. The 
first considerations are directed toward 
determining the relative advantages of 
an unincorporated community as com- 
pared to a corporate form of local gov- 
ernment. 

Norris today has approximately 1,- 
250 residents, including a few children 
who almost have reached adulthood in 
a planned community without slums or 
any of the sociological afflictions which 
are supposed to ruin many good Amer- 
ican children. These residents, long un- 
bothered with local government mat- 
ters, soon will have to come to grips 
with the everyday problems of local 
taxation, elections, business and pro- 
fessional competition, and their town’s 
place in southern regional living. 

In other words, Norris, Tennessee, 
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is a government edition of a “company 
town” —without the responsibility and 
other characteristics of private corpo- 
ration ownership and management 
which is usually associated with a so- 
called “company town.” The TVA was 
able to shelter Norris from a number 
of economic disadvantages which 
would have no doubt fallen upon it, 
had it been a real “company town.” De- 
spite TVA’s more recent “payment in 
lieu of taxes,” state and county govern- 
ments are beginning to look at the blank 
spots on their tax rolls, as Norris goes 
on operating as “government prop- 
erty.” TVA was able to get Norris 
started as a going concern. The usual 
problems of municipal management 
and growth, such as policing, sanita- 
tion, fire protection, licensing, and so 
forth were all taken over at the outset 
by TVA’s close and benign supervision. 


B uT these very advantages which 
aided the launching of Norris are 
proving to be disadvantages now that 
Norris is coming of age, as an estab- 
lished community. In common with 
most every other community in the 
area, Norris is growing. It becomes 
necessary either to give newcomers sim- 
ilar advantages, and so expand the ex- 
periment in government operation in- 
definitely, or to cut it off as it stands, 
so as to discriminate between the old- 
timers and the newcomers. The second 
alternative would be so manifestly un- 
just and provocative of continued dis- 
pute that the third alternative seems to 
be the only solution—for TVA to get 
out of the whole business and turn Nor- 
ris over to full, private ownership. 
Whether the Norris experiment—as 
a temporary demonstration of a gov- 
ernment “company town”—will be 
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duplicated on the sites of other public 
project developments is an open ques- 
tion. Certainly with the Federal project 
work now being planned along the Mis- 
souri and Columbia rivers and else- 
where there will be need for construc- 
tion-employee and administrative-em- 
ployee housing in remote and inacces- 
sible spots for years to come. This is 
particularly true in view of the general 
housing shortage even in established 
communities—a condition which all 
the prophets say will be with us for 
some time. Indeed, it is conceivable 
that even some private utility com- 
panies, natural gas or electric com- 
panies, might find the need for swift 
development of employee housing 
groups in remote areas because of the 
demand of giant expansion and build- 
ing programs of these industries. 

But the so-called “company town” 
has never been too much of a success 
under either private or public owner- 
ship—judging by the troubles of the 
coal mining companies and by the pres- 
ent desire of TVA to get out of the 
business as best and as quickly as it can. 
Temporarily, such paternalism (by 
either government or private corpora- 
tions) may get swift results and be a 
satisfactory answer for the short term 
of the employee housing problem, 


UT eventually, and inevitably, it 

seems that the traditional desire of 
the average American is to own his own 
home, if possible, and to become a first- 
class citizen with all ensuing responsi- 
bilities in the area where he resides, 
plus the resistance of state and local 
governments to the expansion of a 


strange or supergovernment within 
their own domains—all these factors 
have a way of catching up with the 
“company town.” One can get out the 
map of West Virginia and other min- 
ing areas and call off the names of a 
half-dozen communities where, once 
were “company towns” but which have 
since graduated into a class of straight 
American home-owning and tax-pay- 
ing towns and cities. That is appar- 
ently what is happening to Norris. 

TVA officials, in an official account 
of the town’s raison d’étre, said that, 
once it was decided to build a perma- 
nent town, the first question to be 
settled was what kind of town to con- 
struct that would be most useful and 
successful, considering the mountain- 
ous region. The decision was to build 
Norris on a more or less “casual” basis, 
without regard to formal streets of the 
more traditional towns and other in- 
novations. This was due to the topog- 
raphy as much as to any revolutionary- 
minded planners, it is maintained. 

Architecturally, Norris may have 
been perfect. Whether or not it pro- 
duced a better-type citizen would have 
to be decided by sociologists, after a 
study of the divorce rate, juvenile de- 
linquency incidents, and a thousand 
other facts and factors. 

But that Norris, as a government- 
owned community, is going out of busi- 
ness is now on its way to becoming a 
reality. Whether or not the people will 
be as happy living in homes owned by 
themselves as they were in T VA-owned 
and -managed houses also is a problem 
for sociologists and psychologists to 
answer—if they can. 
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Accidents—A Broader Approach 


New tests being developed for hiring car and bus operators 

indicate that every third job applicant will have accidents, and 

also be an early quitter. Two Los Angeles psychologists show 
that smashups and labor turnover are closely connected. 


By JAMES H. COLLINS* 


of honest hard work has been 
done in street transit accident 
prevention. 

Yet the industry still has no hiring 
tests that will tell who has the makings 
of a reliable motorman, bus driver, or 
conductor. 

Accident prevention work has been 
done along the line of studying what 
happened, and framing tests to prevent 
that happening again. 

Meanwhile, in new hirings, accident- 
prone employees in the ratio of about 
30 per cent are being hired, to get in- 
volved in more accidents, and so on 
ad infinitum. 

Coming out of their war experi- 
ences, two Los Angeles psychologists 
decided that the transit field was one 
that called for serious research because, 
going back through its accident pre- 
vention records, they found that many 
had put in a lot of time on the problem, 


‘ ; INCE 1912, an enormous amount 


*For personal note, see “Pages with. the 
Editors.” 


but nobody had ever put in enough 
time to build a broad approach. 

Also, there were new testing tech- 
niques, particularly those used in mili- 
tary service during the war, to find 
men with aptitudes for everything 
from bombing pilots to cargo ship- 
winch operators. 

Dr, Floyd Ruch is professor of psy- 
chology at the University of Southern 
California, the author of Psychology 
and Life and other technical books, 
and a builder of hiring tests for people 
in industry, as well as test batteries 
used ‘during the war in selecting per- 
sonnel for a bewildering array of tasks. 

Clark L. Wilson, Jr., is a submarine 
veteran who, on long patrols during 
the war, read one of Ruch’s books, 
got interested in his work, began a 
correspondence, and ultimately joined 
him in this transit study—he is a teach- 
er of psychology at USC. 


uT of extensive surveys of jobs to 
be done in psychology, they de- 


693 NOV. 20, 1947 





PUBLIC UTILITIES FORTNIGHTLY 


cided that this one of accident-prone- 
ness in the transit field was among the 
most pressing. Also, that if it could be 
brought down to a test battery for use 
in transit hiring, that industry was 
large and aware of its problem—and 
it would undoubtedly lead to similar 
batteries for other industries. 

Curiously, before they had gone far 
in experimental testing they discovered 
that accident-proneness and early quits 
(labor turnover) were closely connect- 
ed in transit hirings. 

Also, their work, so far, has poten- 
tial usefulness in accident and other 
insurance, both corporate and personal 
—useful in the sense that it might re- 
duce rates! 

Going back into the literature of 
transit safety work, they found that 
this was generally what had happened: 

To put it in nontechnical language, 
Jim James, motorman, had a smashup, 
and was investigated by his superin- 
tendent, or safety promotion director, 
or somebody else. It might be deter- 
mined whether Jim’s slowness in ap- 
plying the brakes when the obstruc- 
tion loomed up would have caused a 
collision. 

Once upon a time, in hiring Jim, 

zy had tested his eyes to be sure he 

suld see a wagon on the track. 

After testing his eyes again, and 
finding that he could still see clearly, 
they reasoned that maybe he wasn’t as 
quick on the trigger as he ought to be 
for a motorman’s job. 

So, the forerunners in the hunt for 
the cause of accidents all stuck pretty 
much to the same line in their hunt for 
a test program. Psychologists call it 
“psycho-physical” testing. It includes 
such things as “reaction time” (“When 
I flash this little light, you press that 
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telegraph key as quick as you can—I’ll 
measure your time”), recovery from 
glare, peripheral vision, and so on. 
Ruch and Wilson thought, in the 
light of more recent testing methods, 
that the key to the problem was not 
there, and that much of the honest hard 
work done on it over nearly two gener- 
ations had been repetition of errors. 


A™ that hard work had been done in 
bits and pieces, by countless in- 
dividuals, both psychologists and trans- 
it men. 

So far as they could discover, no- 
body had ever deliberately taken a year 
to study the problem—and some of the 
testing methods developed in military 
service during the war had still to be 
tried in the transportation industry. 

Jim James’ sight, and his reaction 
time, and glare recovery, could be OK, 
but still he would have “at fault” acci- 
dents. Studying accidents after the 
fact, you were dealing with the two out 
of three hirees who had lasted long 
enough on the job to have a smashup. 
The third hiree had been fired or quit 
because he was rated “poor.”’ You had 
another fellow who was “fair,” and the 
third would generally turn out “good.” 

What made this third fellow 
“good”? 

It was something deeper than eye- 
sight, physical or mental reactions. It 
was all wrapped up and intricately in- 
volved in the kind of fellow the “good” 
may turn out to be on a motorman’s 
job, It was a combination of intelli- 
gence, and special aptitudes, and inter- 
ests, and temperament, and health . . . 

But what combination? 

And how to gauge it by tests in hir- 
ing motormen and passenger bus driv- 
ers? 
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Transit Accident Prevention 


iT 4 gee 1912, an enormous amount of honest hard work has been 

done in street transit accident prevention. Yet the industry still 

has no hiring tests that will tell who has the makings of a reliable motor- 

man, bus driver, or conductor. Accident prevention work has been done 

along the line of studying what happened, and framing tests to prevent 
that happening again.” 





They knew of nothing in particular 
that would do this job, but they did 
know about some things that had not 
been tried. With adequate research, the 
problem might be solved. 


ie months were spent study- 
ing the literature—psychological, 
professional, personnel journals—to 
see what had been done. Also studying 
the records of about 250 LATL men to 
see what relationships there might be 
between accidents, change-making mis- 
takes, and so on, the bearing of age, 
experience, and other factors on acci- 
dents. 

No testing was done at this stage. 

What had other people done in try- 
ing to solve this problem? 

Did the employer know who were 
good and who were poor employees? 

On the company’s part, this prelimi- 
nary work involved gathering many 
records of accidents, violations, overs 
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and shorts, length of service, super- 
intendents’ ratings, and other data con- 
cerning individuals in a representative 
group of operating employees. The 
psychologists held interviews with two 
of the division superintendents to gain 
additional knowledge of what the jobs 
demanded, and the problems men faced 
in proper performance. 

Out of all this came an experimental 
battery of about twenty tests of which 
ten proved useful, seven for termina- 
tions, and five for accidents, two of 
them in both batteries. These have not 
since been changed. 

This work was done with coOpera- 
tion of L. A. Reeves, assistant general 
manager of LATL, and W. A. Baker, 
head of the industrial relations depart- 
ment, These executives have had con- 
siderable experience with “systems,” 
brought in by outsiders. They believed 
the psychologists had something differ- 
ent and promising. 
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They said, “You go on hiring your 
new bus drivers, motormen, one-man 
car operators, and conductors, just as 
you have been doing, and then let us 
test them our way so we can make 
comparisons between our tests, and 
what subsequently happens.” 


N the course of the next three months 
530 hirees were tested after em- 
ployment. This testing was done on 
company time. Men were hired, told 
to report for work next morning, given 
a short introductory talk, and then 
tested. That took about three hours. 
The company paid them their first 
wages for this ordeal. Testing was done 
on company premises. 

These 530 testees were numbered, 
and divided into odd and even groups, 
and the 265 even numbered men were 
taken for study in the light of the 
tests—or for studying the tests in the 
light of what happened to the men. 

It was agreed that the psychologists 
should be fully informed about every- 
thing that happened to these even num- 
bers, and operating superintendent W. 
A. Baker (since then become general 
manager of the Long Beach City 
Lines) reported everything, because 
he believed that they were on a promis- 
ing new track. 

If Jim James, No. 222, quit the job, 
that was reported, and the number of 
days he had work was written down. 
If he had an accident, it was entered 
as “at fault” or “not at fault,” with 
full particulars, even to his discharge. 
If he broke company rules, had pas- 
senger complaints for discourtesy, 
mussed up his cash turn in — and 
equally if he got passenger commenda- 
tion, and never had any trouble with 
rules—it was all reported and recorded. 
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Ruch and Wilson could ask for further 
details that were important to them— 
and the records of these even number 
men, compared with their original 
Ruch-Wilson tests, are in strong con- 
trast with the single accident studies 
that have been common in the industry. 
They deal with groups, not individuals, 
and show up more useful things. 


T° the light of No. 222’s smashup, 
the tests were searched for some 
score related to the happening. 

Take test A. If even numbered men 
with high test scores in A tended to 
have fewer accidents than those who 
rated lower in A, then it could be said 
that test A at least had some relation 
to accidents, and would bear further 
study. 

Further study might show that there 
was only a chance relation. 

After several months of checking 
and revising tests against what hap- 
pened, the psychologists went to the 
company and said, “Here is what we 
think will happen to your odd number 
men, upon whom we have had no re- 
ports, and about whom we know noth- 
ing. Going by our results with the even 
numbers, this is what we anticipate will 
happen.” 

In each group, the men were divided 
into three ratings—A, B, and C. The 
A men were highest in passing tests, 
and the C’s were the low men. One of 
the first positive decisions made, by 
comparing test results with working 
histories, was that the C men should 
never have been hired. That is some- 
thing definite, because they made up 
nearly one-third of this company’s hir- 
ings. 

The figures in Table I tell the ac- 
cident story : 
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TABLE I 
At Fautt AccIDENTS 


Test scores 


Average 
N: 7 men WN: a 
2 


3. 
5. 


9. 
0. 
2 


. 


1 
1 


PERCENTAGE WITH No at Fautt ACCIDENT 


It was eventually found that five 
tests would detect the poorer risks, and 
the above test scores are based on the 
number of those tests passed by men 
in each group of A, B, and C. 


HE result figures are based on 

yearly rates. The number of ac- 
cidents an individual has are prorated 
on an annual basis. All records were 
for more than 100 days’ service, most 
approximately 200 days. 

What stands out is the superiority 
of men who test A. To hire only that 
group would reduce over-all at fault 
accidents some 20 per cent, and total 
accidents some 11 per cent. More strik- 
ing, the A ratings — the “quality 
group’—disclosed 3.5 times as many 
individuals who had no at fault acci- 
dents as were found in the C group. 

But even more striking was some- 
thing that Ruch and Wilson hadn’t 
figured on at all—terminations. If ac- 
cident reductions save money in car 
and bus operations, so does a reduction 
of labor turnover, shown in Table II. 

Checking the even number group, 
and then waiting for results from the 
odd number group, took several 
months’ time. 
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32.1% 
28.6% 
9.1% 


ditto 
“ 


While they were charting their early 
accident returns, reported from day to 
day, they noticed that the C men were 
quitting the job about three times as 
fast as the A men, twice as fast as the 
B men. 


| paar the completion of the first 
accident figures, they concentrated 
on terminations, and at the end of five 
months discovered that the Los Ange- 
les Transit Lines were hiring and train- 
ing 256 men, to get 100 who at the end 
of 150 days would still be on the job. 

By using their tests, as developed up 
to that time, and hiring only the 227— 
job applicants who rated A and B—the 
company could get the same number of 
men to maintain the work force — a 
saving of 11.5 per cent in hirings and 
training the C men who would mostly 
quit within a month after going to 
work! 

In a test battery that can be used by 
hiring departments, it is desirable to 
have as few and as simple tests as pos- 
sible, and currently Ruch and Wilson 
are using seven tests for terminations 
and five for accident-proneness. 
These seem to do the important job of 
screening out the C men. 
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TABLE II 
TERMINATION RESULTS 
30 Days—Percentages of Stays and Quits 


Test scores Number men 
7.6 56 


Terminated 
(Quits) 
16% 
22% 
50% 


45% 
45% 
64% 


56% 
56% 


Active 

(Stays) 
84% 
78% 
50% 


55% 
55% 
36% 


44% 
44% 


26% 74% 
The median days served by test groups was: A men 127 days, B men 114 


days, C men 39 days. 


The tests so far, practically all 
devised by themselves, for this particu- 
lar problem are mostly paper work, tak- 
ing about three hours of the job appli- 
cant’s time. They are still provisional, 
and designed to gauge space thinking, 
aptitudes, temperamental and _ intelli- 
gence qualities, and so on. To the lay- 
man, they mean little. The testee is told 
to cross out as many “‘o’s” as possible 
on a test sheet ; to pair related pictures 
and sort out unrelated ones; to write 
down what certain words suggest to 
him—and so on. It is all late psy- 
chology, designed to disclose aptitudes 
and personal qualities needed on the 
job of driving a bus or running a one- 
man streetcar. 


Beevers, but not always, past 
investigations have been based on 
what psychologists call “personality 


inventories,’ in which testees are 
asked such questions as, “Do you like 
to be alone?” “Do you feel that you are 
a leader ?”’ The answers are obvious. A 
bus driver who liked to be alone would 
be an unhappy bus driver—yet in ap- 
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plying for a job he might be that kind, 
but deny it, answering that of course 
he loved to be with people. 

Ruch and Wilson use no question- 
naire tests—all are tests of specific ap- 
titudes as such, not subject to the 
sophisticated answers brought out by 
personality inventory quizzes. 

In past work on transit accident- 
proneness, say Ruch and Wilson, there 
has been a failure to apply any favor- 
able results to a new group, to deter- 
mine whether they were genuine. Ap- 
parent relationships found in studying 
accidents, when applied in new hir- 
ings, might be useful or merely chance. 

And the study of accidents after 
they happen discloses only information 
about men who have been on the job 
for some time—does not uncover the 
lower ratings who are early quitters, 
and most expensive in training and 
accident costs. 

Great importance is attached to find- 
ing and eliminating at the start those 
applicants who lack what these jobs 
take; who will be unhappy in them be- 
cause not equipped to perform the 
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work; and who will be early quitters. 
And to find and hire those who have 
the qualifications to be happy in the 
work, because they are able to do it 
well, 


N°? predictions are made concern- 
ing individuals — only the 
groups. 

It is an actuarial operation. Out of 
100 job applicants, so many will rate 
A, B, and C. You cannot tell Jim 
James, after he passes for life in- 
surance, that he will live so many years 
—merely that men in his group have 
a life expectancy of so many years. 
And you cannot tell Jim James that 
he will make a capable bus driver, but 
can say, “Out of 100 men with your 
health, interests, intelligence, back- 
ground, and so forth, a large percent- 
age make good as bus drivers, stay with 
the company, like the work.” 

Present results indicate that men 
who rate C will quit about three times 
as fast a A men, though the absolute 
rates of each group might decrease. 

It is natural to stigmatize quitters 
as “floaters,” and say that they are 
good for nothing, would not make 
good on any job. 

Ruch and Wilson maintain that the 
“floater” is a rare animal. These C 
men who should never have been hired 
for transit jobs, and who quit because 
they are unhappy in them, merely lack 
the transit job aptitudes. In other jobs, 
perhaps they would shine, because they 
do possess some of the right aptitudes. 
It has been estimated by vocational 
psychologists competent to speak on 
this subject that less than 5 per cent of 
the general population of job hunters 
really lack all of the aptitudes needed 
to do some kind of work, and often do 
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it well. Floaters there may be—but not 
because they lack abilities. 


N the end of their first year’s in- 
vestigations, Ruch and Wilson 
reported three of their findings that 
appear to be basic: 


1. Men with the longest service in 
these transit jobs tend to have the few- 
est accidents. 

Indicating the men learn by experi- 
ence ; that the poorer hirees quit or are 
discharged early; that the poorer men 
should be detected at the time of hir- 
ing. 

2. It is important to be able to weed 
out the poor operators at the time of 
hiring. 

These men increase operating costs 
of training, accidents, and labor turn- 
over. 

3. There is a definite positive rela- 
tionship between accidents and per- 
formance on the job. 

That is, the man who has a bad ac- 
cident record will be an early quitter, 
get entangled with company rules, 
have passenger complaints, get his 
cash and reports mussed up. 

While this investigation is continu- 
ing, Ruch and Wilson anticipate that 
it will have important results for the 
transportation industry and other in- 
dustries where accidents are an out- 
standing hazard. 

They also see some possibilities in 
it for accident insurance, both personal 
and as carried by corporations. 


Ws trustworthy tests have been 
developed, the applicant for, say, 
automobile insurance, might be in- 
vited to take them and, if he consented, 
and rated an A, his premium might be 
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more favorable than that paid by the might pay a different rate upon him— 

B and C ratings, or upon all operating employees in its 
If Jim James is hired to drive a A group. 

passenger bus because he rates an A by Broadly planned, this investigation 

such tests, his employing company could have equally broad results. 





a i HE recent devastating floods in the Midwest again 
have turned attention to the fact that for all the millions 
spent year after year on deepening channels and strengthening 
levees no effective method yet has been employed to keep major 
rivers within their banks. This would be excusable if it rep- 
resented a condition for which no remedy is known. Yet there 
is not a competent engineer who does not know that any stream 
can be controlled by regulating the volume of water that flows 
into it. It is not possible to govern the amount of snowfall in 
any winter or the extent of spring rains. It is, however, com- 
paratively easy to construct a series of storage reservoirs along 
the tributaries of any large river by which flow can be equalized 
over the year. 

“It may be that the very simplicity of this is what bothers 
the politicians. It reduces their ration of pork and leaves them 
with less opportunity to indulge in costly social experimentation. 
Though the construction of reservoirs for flood control might 
spread the flow of water it would not spread money over a wide 
area. There would be no immediate cash benefits for states 
further downstream if appropriations went to build storage 
reservoirs at a river's headwaters. Nor does control for con- 
trol’s sake require expensive ventures into governmental 
construction and operation of public utilities. But the ultimate 
fruits of a plan which tackled the problem at its sources, which 
bottled up flood waters before they could break through levees, 
would yield such dividends in the long run as would make any 
annual distribution of pork seem picayune. The farmer driven 
from his land may be pleased when his Congressman assures 
him that money has been voted to strengthen the levee before 
another spring, or that he has some scheme which, by shifting 
costs to the taxpayers, may bring him some apparently cheaper 
electricity. He would be much more pleased if he could know 
that the river is being tamed so that it cannot run wild again.” 

—EpitTor1aL STATEMENT, 
The (New York) Sun. 
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Some Local Tax Trends 


Intensified search of municipal and county govern- 

ments for new sources of revenue directly or in- 

directly affecting public utilities followed by legisla- 
tion. 


By BETHUNE JONES* 


7 “\ HREATENING public utilities with 

additional direct and indirect 
taxes, municipal and county 
governments throughout the country 
are intensifying their search for new 
revenue sources. 

A survey discloses that bills provid- 
ing for broader local taxing authority 
and increased state grants-in-aid or 
shared taxes were widely enacted by 
state legislatures during 1947 in a 
trend which has progressed steadily in 
recent years. While several of the 
state legislative proposals of most 
direct public utility concern were re- 
jected this year, the issue is by no 
means ended. 

Indications are that such legislation, 
together with spreading adoption of 
new local nonproperty taxes where 
authority already exists, will be 
sought even more aggressively in the 
future as local governments of both 
large and small population complain 


*Professional writer, Red Bank, New Jer- 
sey. 
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increasingly of inability to furnish the 
expanding services demanded of them 
without new revenues to augment their 
traditional dependency upon general 
property taxes. 

In a study of tax revenues of 1,600 
cities in the United States, completed 
earlier this year by the International 
City Managers’ Association, local 
taxes on gross receipts of utilities or on 
utility bills were reported by 176 cities. 
It was found that 59 cities in New 
York state were levying a tax of 1 
per cent or more on utilities, while 42 
Texas cities were imposing a similar 
tax at rates varying from 2 to 5 per 
cent. As another example of local 
levies, the study revealed that 27 
Florida municipalities were imposing 
taxes up to 10 per cent on consumer 
bills of telephone, electric, and gas 
companies. 

Since that study was made, addi- 
tional cities have joined the list of 
those extracting new or added revenue 
from public utilities, although com- 
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plete over-all data is not immediately 
available. Jacksonville recently became 
the latest Florida city to adopt a new 
tax on the use of public utility services, 
with similar measures being proposed 
elsewhere. Cities also are revising up- 
ward the amounts they receive from 
utilities in granting new franchises, as 
exemplified by additional revenue to be 
collected by Cheyenne, Wyoming, un- 
der a recent 25-year franchise to the 
Cheyenne Light, Fuel & Power Co. 


HIO cities were unsuccessful in 
their attempt to secure enactment 
of state legislation to permit them to 
levy taxes of 3 per cent on gross re- 
ceipts of public utilities and municipal 
taxes of 3 per cent on consumers’ util- 
ity bills. The municipal interests had 
proposed that the state vacate the util- 
ity tax field and turn it over to munici- 
palities, thus removing objections 
which had been raised by the Ohio 
Supreme Court last year in invalidat- 
ing local taxes on consumers’ utility 
bills in Columbus and Youngstown. 

Maine’s legislature this year rejected 
a bill which would have permitted 
municipalities to levy a 5 per cent tax 
on the use of electric, gas, water, tele- 
phone, and telegraph services. Another 
rejected Maine bill would have em- 
powered municipalities to tax personal 
property of telephone and telegraph 
companies. Proposed authority to per- 
mit municipal officials to seek highway 
maintenance and snow removal assist- 
ance from bus companies also was de- 
feated. 

The Illinois legislature killed meas- 
ures which would have permitted 
cities to divert the revenue from public 
utility taxes from the state to munici- 
palities. Pennsylvania’s legislature 
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turned down a bill to allow local gov- 
ernments to tax the real estate of public 
utilities, now exempt. Introduced in 
the 1947 Alabama legislature, still in 
session at this writing, was a bill to 
permit cities to increase license taxes 
against public utilities by 50 per cent. 
Another Alabama bill would increase 
the state’s hydroelectric tax from two- 
fifths of a mill per kilowatt hour to an 
even 2 mills; extend the levy to steam 
generating plants, and provide for 
dividing one-half of the receipts among 
the state’s 67 counties. 


F gare system of taxing telephone 

companies enacted in Vermont 
this year allows taxation of real estate 
of telephone companies by towns, but 
does not allow taxation of personal 
property by the municipalities as had 
at one point been proposed. 

Governor Lane vetoed several 
Maryland bills to extend the taxing and 
licensing powers of the city of Balti- 
more. One of the bills would have 
authorized the city to impose a tax up 
to 9 per cent on the gross receipts from 
streetcars, as compared with a present 
3 per cent tax. Another of the meas- 
ures would have permitted the city to 
impose a tax of up to 9 per cent on 
the gross receipts of fixed-route busses, 
while another would have enabled the 
city to issue franchises for bus opera- 
tion in Baltimore. 

In vetoing the bills, Governor Lane 
said he would call a special legislative 
session to authorize additional Balti- 
more taxing powers should the city’s 
financial position require it. He has 
since announced such a special session 
would be called. Under temporary 
authority, Baltimore now is levying a 
5 per cent utility consumers’ tax. 
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N addition to new revenue measures 
aimed solely at public utilities, other 
general levies of direct and indirect 
concern to utilities also are figuring 
in the local revenue trend. 

Sales taxes, often accompanied by 
use taxes, are prominent among the 
potential revenue sources receiving at- 
tention. In New York state, where New 
York city has used a municipal sales 
tax as a major source of revenue since 
the depression period, the legislature 
this year extended local sales tax au- 
thority to other political subdivisions. 
Counties were empowered to levy taxes 
up to 2 per cent on retail sales except 
food and drugs, with cities of more 
than 100,000 population permitted to 
use such a levy if the county in which 
it is located does not choose to impose 
it. 

Erie county was the first to use the 
new sales tax authority in New York 
state, with the enactment of a 1 per 
cent levy. Syracuse recently followed 
with the adoption of a 2 per cent sales 
tax. Proposals to replace such local tax- 
ing authority with a state-collected 2 
per cent sales tax have been opposed 
by the state administration in New 
York. 

The Illinois legislature this year 
authorized cities to levy a sales tax of 
half of one per cent, on approval in a 
referendum. Under terms of the meas- 
ure, the state would collect the tax for 


those cities enacting it. Chicago has 
been considering use of the new au- 
thority. 


N*™ JERSEY’s legislature enacted a 

bill authorizing 11 seashore cities 
to levy “luxury” sales taxes of 3 per 
cent on hotel rooms, liquor, and amuse- 
ments, and 2 per cent on cigarettes and 
tobacco products. Thus far being used 
only by Atlantic City, the new law re- 
places a broader 1945 enabling act 
which was voided by the courts on the 
grounds that it was special legislation 
affecting only Atlantic City. 

A measure enacted by the West Vir- 
ginia legislature validated gross sales 
taxes being imposed by most of the 
state’s major municipalities. The new 
law, which was passed after the validity 
of such local levies had been questioned, 
gives cities the right to levy gross sales 
taxes on business and industry up to 
the amount imposed by the state. 

Legislation to authorize local sales 
taxes was considered but not enacted 
this year in a number of states, includ- 
ing Delaware, Oklahoma, Missouri, 
Nevada, and Utah. Such a measure for 
the District of Columbia was rejected 
by the House of Representatives. New 
local taxing powers granted by the 
Idaho and Pennsylvania legislatures 
may lead to some additional local sales 
taxes, although no such action has been 
reported. 
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q “A SURVEY discloses that bills providing for broader local 


taxes were widely enacted by state legislatures during 1947 
in a trend which has progressed steadily in recent years. 
While several of the state legislative proposals of most direct 
public utility concern were rejected this year, the issue ts 
by no means ended.” 
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Under the authority of already exist- 
ing broad home-rule laws, San Francis- 
co recently joined some 63 other Cali- 
fornia municipalities in adopting a local 
sales tax. Levied at the rate of half of 
1 per cent, the new San Francisco tax 
is expected to yield $6,000,000 a year. 
Los Angeles already has such a tax, 
yielding an estimated $7,000,000. 
Other major cities imposing local sales 
taxes include New York, where a 2 
per cent tax produced more than $46,- 
400,000 last year, and New Orleans, 
which gets some $6,000,000 a year 
from a 2 per cent levy. 


N™ state sales taxes enacted this 
year by Maryland and Terinessee 
were accompanied by provisions for in- 
creased state aid to local districts, while 
Ohio raised the amount of its sales tax 
collections shared with municipalities. 
North Dakota municipalities want both 
new local excise tax powers and a slice 
of receipts from the state sales tax. 
Various types of business license and 
“privilege” taxes, often based on gross 
receipts and thus to some extent having 
an effect similar to sales taxes, are con- 
tinuing to spread. Although Missouri 
state law bans local sales taxes, “‘priv- 
ilege’’ taxes based on gross business 
receipts are levied by Kansas City and 
St. Louis. Among the cities imposing 
business license taxes computed as a 
percentage of gross sales are Rich- 
mond, Tampa, Wheeling, Harrisburg, 
and Sacramento. Gross receipts taxes 
of similar character are being levied by 
others, including Salt Lake City, Roa- 
noke, and Columbus, Georgia. 
Pennsylvania this year enacted legis- 
lation authorizing the Philadelphia and 
Pittsburgh school boards to impose a 
mercantile tax of one mill on retail 
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business and half-mill on wholesalers. 
The Pennsylvania legislature also gave. 
3,500 cities, counties, and other local 
taxing districts the right to adopt prac- 
tically any tax or license fee not now 
levied by the state. 

New York state’s legislature author- 
ized cities of more than 100,000 popu- 
lation to levy a general license tax on 
business, trades, and professions of 
one-tenth of one per cent of gross re- 
ceipts. Such a municipal tax already 
was in effect in New York city. Nebras- 
ka’s legislature this year increased the 
amount of occupation tax which cities 
and villages may impose. 


| Spraqnccne use of business license 
fees and taxes to meet rising costs 
of municipal government was recently 
forecast in a comprehensive study of 
municipal licensing in Utah cities and 
towns prepared under sponsorship of 
the Utah Municipal League. The sur- 
vey revealed that 10 Utah cities already 
levy a business tax on a basis of gross 
sales, the most recent addition to the 
list being Salt Lake City. 

Philadelphia and Toledo were left 
as the only major cities levying munic- 
ipal income taxes when the Missouri 
Supreme Court this year sustained a 
lower court decision invalidating a St. 
Louis income tax measure. St. Louis 
had expected to derive $2,500,000 a 
year from the tax, which was adopted 
last year at a rate of one-quarter of one 
per cent on the gross earnings of indi- 
viduals and net profits of corporate 
and other businesses. 

A bill to cut Missouri’s state income 
tax in half and authorize municipalities 
to levy an equal tax on income locally 
was introduced but not enacted in the 
Missouri legislature this year. It may 
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Study of Tax Revenues in the United States 


a a study of tax revenues of 1,600 cities in the United States, 
completed earlier this year by the International City Managers’ 
Association, local taxes on gross receipts of utilities or on utility bills 
were reported by 176 cities. It was found that 59 cities in New York state 
were levying a tax of 1 per cent or more on utilities, while 42 Texas 
cities were imposing a similar tax at rates varying from 2 to 5 per cent.” 





come up again when the legislature re- 
convenes next year. School district au- 
thority to impose an income tax has 
been proposed in Kansas City. 

Acting under authority of the new 
Pennsylvania legislation broadening lo- 
cal taxing powers, the Coraopolis, 
Pennsylvania, school board recently 
adopted a budget calling for a one per 
cent income tax on all wages, commis- 
sions, and fees of residents and on net 
profits of business and industry inside 
the municipality of 11,000 population. 
Scheduled to go into effect January Ist, 
depending on passage by the school 
board of a special local tax law, the 
measure would be the first school dis- 
trict income tax in the nation. 


age nace legislature this year 
authorized Minneapolis to levy a 
local “earned income” tax. Such a levy, 
estimated to yield $5,000,000 annually 
and dedicated to schools, was rejected 
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by Minneapolis voters at a referendum 
in June but may be revived. 

A bill prohibiting Wisconsin cities 
and counties from levying local income 
taxes was enacted by that state’s legis- 
lature, thus removing several Wiscon- 
sin municipalities from the list of cities 
throughout the country which have 
given consideration to this revenue 
source. 

Proposals for enabling legislation to 
permit local governments to enact in- 
come taxes were unsuccessfully raised 
this year in some states, including Con- 
necticut and Georgia. Indiana’s legis- 
lature rejected a measure under which 
cities, towns, and counties would have 
been permitted to levy a 20 per cent 
surtax on state gross income taxes. 

Taxes affecting motor vehicle opera- 
tion also figure prominently in the 
search for new local revenues. Use tax- 
es of $5 a year on passenger auto- 
mobiles and $10 on commercial vehicles 
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were among eight new levies which the 
New York state legislature empowered 
counties and major cities to impose un- 
der a measure enacted this year. Al- 
though the new local taxing authority 
is not yet widely used, there already is 
talk of extending it to smaller munic- 
ipalities and possibly adding to the list 
of levies. New York city late in the 
spring abandoned a proposed motor 
vehicle use tax measure in the face of 
stiff opposition from automotive 
groups, but there since has been talk of 
reviving it. 

Minnesota’s legislature enacted a 
“wheeling tax” statute, empowering 
the Minneapolis city council to levy a 
tax of $10 on private passenger auto- 
mobiles and $15 on trucks, provided a 
majority of the voters approve such a 
proposal at an election. Such a referen- 
dum had not been called at this writing, 
however. 


B"“ permitting two counties and 
one city to tax motor vehicles were 
passed by the Tennessee legislature. 
Local taxing districts in Pennsylvania 
were empowered to levy taxes on per- 
sonal property, including motor ve- 
hicles, Authority to impose license fees 
on motor vehicles was included in new 
taxing power given the city of Boise 
by the Idaho legislature. 
“  Nevada’s legislature approved a 
measure providing for an increase of 
14 cents a gallon in the state gasoline 
tax rate, with the added revenue to be 
allocated to the counties in which the 
tax is actually collected. The measure 
is optional, with counties permitted to 
decline to have the added tax imposed 
within their borders. Only 5 of the 
state’s 17 counties accepted the in- 
creased levy. 
NOV. 20, 1947 


A bill to permit Jefferson county, in 
which Birmingham is located, to levy 
a one-cent county gasoline tax was 
passed by the Alabama legislature. 

Kansas City this year increased its 
municipal gasoline tax rate from 1 to 
13 cents a gallon in a move expected to 
produce an additional $332,000 a year. 
A new local gas tax, intended to yield 
$80,000 annually, was enacted this year 
in Cheyenne, Wyoming. 

A total of 242 cities taxed gasoline 
sales at the end of 1946, according to 
the International City Managers’ Asso- 
ciation. The local tax rates vary from a 
fraction of a cent to 3 cents a gallon. 


P ecryes sentiment among munic- 
ipal revenue officials, however, 
appears to favor increased sharing in 
the receipts of state-collected gasoline 
and other automotive taxes rather than 
the local imposition of such levies. This 
trend, which has the effect of either 
raising state taxes or keeping them at 
a higher level than would otherwise be 
necessary, was reflected in the granting 
of increased road aid to local govern- 
ments this year by the legislatures of 
at least 11 states—Arkansas, Califor- 
nia, Colorado, Indiana, Maryland, New 
Jersey, New Mexico, North Dakota, 
Oregon, Utah, and West Virginia. 

In several instances the legislation 
enacted this year for increased distri- 
bution of state highway user taxes to 
local governments was accompanied by 
higher state tax rates. In California, 
for example, several automotive taxes 
were increased, including a 14-cent 
boost in the gasoline tax, to raise an 
estimated total of $990,000,000 over 
a 10-year expanded road construction, 
with $204,000,000 of that mount for 
city streets and county roads, 
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Colorado and Maryland both enacted 
gasoline tax increases along with their 
increased aid to local governments. 
North Dakota counties will share the 
receipts of increased car and truck li- 
cense fees under legislation passed this 
year, 


most extensively shared state levies 
even without the new legislation en- 
acted this year and similar action now 
being proposed. At the start of the year 
gasoline or some kind of motor vehicle 
tax revenues were being shared with 
local governments by a total of 30 


Automotive taxes were among the _ states. 





a annual report of the Pennsylvania Railroad . . . 
calls attention to the healthy maturity of our coun- 
try....asI read the letter-press, looked at the maps, charts, and 
other ballyhoo, I could only think of one fact; namely, no 
government ever built, ever added to, ever strengthened, ever 
improved this largest of American railroads. No government, 
Federal, state, or municipal, ever did anything for the line, 
but all took taxes out of its prosperity. 

“It was created by private persons as a private business 
venture. It has so remained except when, almost disastrously, 
the government took it over during World War I. It is a pri- 
vate property today. And no government-owned railroad in 
the world equals it in size, service, or usefulness. What is true 
of the Pennsylvania is, in large measure, true of every Amer- 
ican railroad. 

“The strength of the United States during this war lay not in 
government regulation or control, nor in the piling of bureau 
upon bureau, nor in the expanding of the personnel of depart- 
ments. It lay in the railroads, the steel plants, the automobile 
factories, the little factories owned by families, the big enter- 
prises owned by myriads of stockholders. No government- 
owned enterprises anywhere in the world showed the ability or 
the capacity to produce in equal quantity or with equal effi- 
ciency. The war was a test and private enterprise in the United 
States met the test.” 

—Georce E. Soxotsky, 
Columnist. 
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Reclamation Meet Hears 
Request for More Funds 


LARIFICATION of U. S. Bureau of 

Reclamation expenditures during 
this fiscal year is expected during the 
forthcoming session of Congress, which 
was called to open November 17th. So 
said Don McBride, secretary-manager of 
the Nationa] Reclamation Association, 
on the eve of his association’s conven- 
tion at Phoenix, Arizona, in late Octo- 
ber. 

“In the aggregate the Bureau of Recla- 
mation probably will not spend as much 
as its appropriations and carry-over,” 
McBride said, “but the bureau is limited 
to 10 per cent in transferring funds from 
one project or part of a project. Due to 
construction delays, materials shortages, 
and other things, there will be surpluses 
on some projects and deficiences on 
others.” 

Mr. McBride said these surpluses and 
deficiencies will result because the Sen- 
ate and House conference committee that 
worked out the final Interior Department 
appropriation bill was “most adamant” 
in directing the bureau to proceed on an 
economic and businesslike basis with 
construction of projects. 

“The committee told them it did not 
expect them to hold back funds appro- 
priated for the fiscal year 1948. It nat- 
urally follows that supplemental appro- 
priations will be needed for some proj- 
ects,” he explained. “This is not unusual. 
It happens every year.” 


gees expressed the view the dis- 
cussion of the bureau’s spending 
se ia that arose over charges of 

tyles Bridges, New Hampshire Repub- 
lican and chairman of the Senate Appro- 


Washington and the 


Utilities 


priations Committee—that the bureau 
would violate the Anti-Deficiency Act if 
it asked for supplemental appropriations 
of $36,000,000—may turn out to be 
“quite healthy.” 

“It is pointing all of us toward a long- 
range program of reclamation construc- 
tion,” he said, “and emphasizing eco- 
nomical construction.” 

He pointed out that no interest is paid 
on money during construction of a proj- 
ect, and that the project does not return 
benefits to the water users or the govern- 
ment in the form of taxes until it is com- 
pleted. A good example, he said, is the 
Gila project in Arizona that has been 
under construction for more than ten 
years. 

The greatest spur to the nation’s recla- 
mation program, he said, is the fact that 
more and more people are seeking oppor- 
tunities each year to produce from the 
soil. A close second, he added, is the de- 
mand for power which topped all pre- 
vious records September 30th, and this 
factor, he said, is very important to na- 
tional defense. 

The Bureau of Reclamation wants 
$300,000,000 a year in appropriations for 
the next six years, for its irrigation and 
power developments. This was the av- 
erage figure announced by Reclamation 
Commissioner Straus in his speech at 
Phoenix. Straus repeated his endorse- 
ment of a $2,000,000,000 program which 
would irrigate 3,875,000 more acres of 
land and add 2,250,000 kilowatts of Fed- 
eral generating capacity by 1954. He 
urged that Reclamation spending “get off 
the merry-go-round,” and settle down to 
a uniform yearly figure which planners 
could count on. Straus predicted. early 
congressional passage of the Rockwell 
Bill, which would cut the interest rate 
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on power investment in Reclamation’s 
hydro dams, and which would modify 
power cost amortization from fifty to 
seventy-eight years. Next goal of the 
Reclamation Bureau, he asserted, would 
be extension of water repayments from 
forty to seventy years. Straus echoed the 
sentiments of Interior Secretary Krug, 
who pleaded for a steady development 
program of Reclamation geared to 
American prosperity. 


a 


Man-power Controls in a 
National Emergency 


Wim the talk of proposals for re- 
viving some form of price control 
and even possibility of reviving some 
form of priority control for critical ma- 
terials, speculation has arisen as to 
whether man-power controls will be pro- 
posed. This is all part of the discussion 
which has arisen in anticipation of a spe- 
cial session congressional debate over 
implementing the Marshall plan for aid 
to Europe. As far as man-power control 
is concerned, it does not seem to be in 
the immediate picture. This, despite the 
fact that skilled labor is still in short sup- 
ply in every section and there is sharp 
competition for what is available, be- 
tween essential and nonessential indus- 
try. 
The labor supply situation on the 
whole is somewhat easier due to the fact 
that we have more man power inside of 
the country, now, as compared with the 
man power which was outside of the 
country (with the armed forces) during 
the war emergency. But the supply of 
skilled man power is still touch and go 
in many lines, because it takes more than 
a few months to reconvert the willing 
GI into the adept technician. 

But organized labor, some branches 
of which have been periodically crying 
for a revival of price controls, would 
freeze and bolt if any attempt were made 
to link price control with labor control. 
Indeed, many of the unions now are pre- 
paring to launch their third round of 
wage increases. 

While man-power control, as such, is 
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not in the immediate picture, the mili- 
tary authorities have it very much in 
mind for emergency purposes. There 
may be even some attempt to pass “en- 
abling legislation” in the next session of 
Congress. Public utilities as essential in- 
dustries will be interested to learn that 
blue prints call for a draft of men for 
industry, as well as for military service, 
if, as, and when a war crisis should arise. 


ESTIMONY before the Senate War 

Investigating Committee by De- 
fense Secretary Forrestal and Chairman 
Thomas J. Hargrave of the Munitions 
Board disclosed the military planners 
propose complete mobilization of indus- 
try, absolute control of the civilian econ- 
omy, and the drafting of man power for 
industry as well as military service. 

“There is no authority now for the 
type of mobilization we will need if war 
threatens,” Forrestal said. “We want to 
have all the necessary laws and direc- 
tives on the shelf ready to pull out when 
they are needed. Mr. Hargrave and his 
legal staff are working on that.” 

Asked later by reporters if by “‘on the 
shelf” he meant that the proposed legis- 
lation should be enacted before an emer- 
gency, Forrestal said no,.that he wanted 
it ready for quick passage by Congress. 

But when Hargrave took the stand, 
he asserted “everything should be ready” 
and that it would be advisable for Con- 
gress to pass legislation next year pro- 
viding for total mobilization. 

“If we waited for the approach of 
storm clouds, the passage of this legisla- 
tion might create the very crisis we are 
trying to prevent,” Hargrave told the 
committee. “But if we do it next year, 
the action would hardly create a ripple.” 


* 


The Winning of the East 


, ge race of the various natural gas 

pipe-line companies to the coastal 
markets in New England and Middle At- 
lantic areas is beginning to assume pro- 
portions resembling Xenophon’s famous 
March to the Sea. Much remains to be 
done, of course, by way of getting ac- 
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tual authority from Federal and state 
commissions to serve the eastern cities. 
And a still more practical consideration 
at this point is securing necessary pipe 
and the necessary financing to pay for 
said pipe. 

But the plastic stage of development 
is right now. What is decided within the 
next six months probably will crystallize 
into the eventual pattern of transcon- 
tinental or semitranscontinental natural 
gas pipe-line operations. Filling in the 
supplemental details—feeding, promot- 
ing, and exploiting the markets sur- 
rounding the eastern terminals—all re- 
main rather nebulous. But it is a pretty 
good bet that the way the trails are 
broken for the original pipe-line rights 
of way to the East will determine the or- 
ganization of the industrial setup in the 
final analysis. 

Pacing the field, of course, is Texas 
Eastern Transmission Corporation, with 
its Big Inch and Little Inch former gov- 
ernment petroleum lines already in place 
and carrying natural gas from Texas to 
the Philadelphia area. The Federal 
Power Commission has cleared the cer- 
tificate and the Securities and Exchange 
Commission has cleared the financing. 
Texas Eastern, in other words, is in 
place and ready to do business with 
plenty of plans for further operations 
— on, including another line to the 

st. 


UT two other contestants are in the 
field. Transcontinental Gas Pipe 
Line Company now is before the FPC 
on hearings with respect to its certificate 
to build a $172,000,000, 26-inch pipe line 
from Texas to New York city. This 
would follow the southeastern coastal 
plain up through Baltimore, a distance 
of 1,839 miles, using 26-inch pipe. 
Texas Eastern Transmission Corpora- 
tion promptly moved for a dismissal of 
Transcontinental Gas Pipe Line Com- 
pany’s application. Texas Eastern coun- 
sel claimed that Transcontinental could 
not get the necessary pipe. An FPC ex- 
aminer denied this motion for dismissal, 
however, and the matter will continue to 
be heard on its own merits. 


Also before the FPC is the applica- 
tion of Tennessee Gas & Transmission 
Company for a certificate to increase its 
natural gas pipe-line system by 455,000,- 
000 cubic feet a day through a $150,- 
000,000 extension to Boston. Although 
these various proposals are not strictly 
competitive in the sense that they defi- 
nitely presage operations within the same 
metropolitan market area, there is little 
doubt of lively rivalry between the re- 
spective natural gas interests, 

All told, it would seem that the gas in- 
dustry is being treated to a revival, in re- 
verse direction, of that old melodrama, 
“The Winning of the West.” But there 
are some cynical souls who say that if 
steel and pipe production do not come 
along more rapidly than construction 
price increases, some of these plans may 
turn out to be “pipe dreams’”—tempo- 
rarily at least. 


} peo protests are being heard 
in Washington over the way FPC is 
using the “emergency basis” for allocat- 
ing natural gas supply as between cities 
and other service areas in the Middle 
West. Although these allocations osten- 
sibly are being made as “temporary 
emergency,” the effect on contract com- 
mitments for wholesale natural supply 
may be in the nature of pushing Humpty 
Dumpty off the wall. In other words, it 
is feared that it may not be possible to 
restore the status quo ante after the emer- 
gency has passed. 

In mid-October, officials of the East 
Ohio Gas Company came to Washington 
to contest an emergency order of the 
FPC which they claim would mean a cut 
of 8,000,000 cubic feet (diverted to other 
cities) from East Ohio’s daily firm de- 
livery of 50,000,000 cubic feet from the 
Panhandle Eastern Pipe Line Company. 
Mayor Burke of Cleveland joined the 
issue with a telegram to FPC, and other 
towns served by the same distributor— 
Akron, Canton, Youngstown, and small- 
er communities—likewise are concerned. 
Commissioner Olds of the FPC, who 
has been supervising these emergency al- 
locations, has taken immediate charge of 
the situation, But eventually the whole 
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commission is going to have to face the 
major issue of whether the FPC can 
overturn firm contract commitments be- 
tween pipe-line companies and distribu- 
tion companies in such a way that one 
city or area will be preferred to another. 


Sa 


The “Power” Lobby 


TS Congressional Quarterly Log, 
published in Washington, D. C., by 
Nelson and Henrietta Poynter, contains 
a copyrighted tabulation of registered 
lobbyists’ financial reports for the last 
session. It is somewhat amusing, but per- 
haps logical to the compilers of this in- 
teresting statistical reference work, that 
both the National Association of Electric 
Companies and the National Rural 
Electric Codperative Association were 
grouped together under the classification 
of “organized power lobbies.” 

Still more interesting is it to learn that 
the NRECA, which is but one branch 
of the co-op movement usually repre- 
sented as poor and downtrodden (aside 
from being tax exempt), actually spent 
more money for lobbying than the 
NAEC, which represents the bulk of the 
business-managed electric power com- 
panies throughout the nation. Specifical- 
ly, the Poynter study lists the NRECA 
as spending $227,000 and the NAEC 
$190,000, The NRECA figure includes 
$74,000 for new offices. The NAEC also 
has new offices but no separate account 
of that is listed, 

This combined total for the “organ- 
ized power lobbies’’ stands second in the 
amount of expenditures only to the or- 
ganized labor lobby. The American Fed- 
eration of Labor spent $834,374, largely 
in a vain effort to defeat the Taft-Hart- 
ley Act. (CIO is not reported.) The 
Committee for Constitutional Govern- 
ment (to curb labor monopolies and plug 
tax reductions) spent $339,208. Another 
high figure performer was the Citizens 
Committee for Displaced Persons, which 
spent $288,727 in a futile attempt to get 
400,000 displaced persons in Europe ad- 
mitted to the United States without re- 
gard to immigration quotas. 
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All told, the Congressional Quarterly 
Log shows 911 individuals and organ- 
izations registered, but only 130 filed fi- 
nancial reports, The top 100 reported 
total lobbying expenses of $3,744,100. 
Seventeen more reported lobbying ex- 
pense of less than $1,000 each, and 13 
reported no expense at all. Many of the 
most important pressure groups in 
Washington are not reported at all in 
the Congressional Quarterly roundup. 


e 
The Atom Is Still with Us 


HE Atomic Energy Commission is 

witnessing steps to prosecute a 
liaison or industrial advisory committee 
to supervise the industrial use of atomic 
energy. It is still all very much in the 
blue-print stage. But members of the in- 
terim advisory committee, headed by 
James W. Parker, who is president and 
general manager of Detroit Edison Com- 
pany, recently met with the AEC in 
Washington to work on plans for a per- 
manent committee organization. This 
committee would function as the funnel 
for channeling confidential information 
concerning technical utilization of atomic 
fission, when, as, and if such informa- 
tion becomes available for industry. 

It will probably take as much as two 
months for the interim group to make 
its next progress report to AEC. But it 
is known that its recommendations will 
cover the following four points: (1) the 
desirable size and organization of the 
committee; (2) the scope of industrial 
representation which would participate 
in its work; (3) the desirable amount of 
authority and limitations of authority 
which the committee would have; (4) 
miscellaneous considerations of a long- 
range program of industrial participa- 
tion in atomic research and development. 

In addition to Chairman Parker and 
his company associate, Walker Cisler 
(who will function as his assistant), 
other members of the interim commit- 
tee will include officials of prominent en- 
gineering firms, oil companies, an offi- 
cer of the Bell Telephone Laboratories, 
aviation associations, and the TVA. 


NOV. 20, 1947 





Exchange Calls 


Minimum Wage Hike 
Seen As “Sure Thing” 


ee independent telephone companies 
face a stiff legislative fight during 
the next four or five months if they in- 
tend to oppose present legislative labor 
trends in the telephone field. They face 
a most difficult situation in their pleas to 
hold the line on a national minimum 
wage. This now appears likely to rise 
through legislation from 40 cents an 
hour to 60 cents an hour or better. And 
they might also expect strong attempts to 
abandon or cut down the present exemp- 
tion in the National Fair Labor Stand- 
ards Act of telephone operators working 
in exchanges with 500 stations or less. 

The thing that permits such advance 
estimates of what is likely to happen in 
Congress next year is the present attitude 
of the men who will write the bill amend- 
ing the Fair Labor Standards Act—the 
House Education and Labor subcom- 
mittee, headed by Representative Mc- 
Connell (Republican, Pennsylvania). 
Hearings were held late last month and 
early in November which touched on 
these telephone affairs, and the Con- 
gressmen indicated a disposition to con- 
sider changing the present statutory 
standards. The prime example was the 
appearance of Joseph A. Beirne, presi- 
dent of the Communications Workers of 
America (CWA), before the committee 
to plead for revision of the act. 

Beirne asked for a hike in minimum 
hourly wages to 75 cents, and also urged 
dropping of the 500-station exemption 
from the law. He was not altogether suc- 
cessful in the first instance, because, 
under questioning, he agreed that some 
of his present contracts with Bell system 
companies (contracts which start new 


And Gossip 


employees at about 60 cents an hour) 
were quite satisfactory to the union. 
Beirne also opined that it was possible 
that a new employee might not be worth 
75 cents an hour to start. 


uT the CWA chief fared better when 
he raised the issue of small ex- 
change exemptions. He wondered what 
the economic justification was for setting 
the exemption arbitrarily at 500 stations, 
rather than 300 or 1,000, for that matter. 
When legislators tried to explain that the 
500-station limitation covered most 
needy independent exchanges, Beirne re- 
taliated that this was not necessarily true, 
and that many Bell system switchboards 
were of this size. Bell system, he pointed 
out, had voluntarily paid minimum 
wages, even though it could have insisted 
on its legal prerogatives and_refused to 
meet the standard wage floor. Beirne then 
hazarded a guess that a 300-station ex- 
emption would more nearly meet the 
stipulations that the exemption was de- 
signed to meet; namely, the number of 
stations in the exchange could not eco- 
nomically return enough revenue to pay 
standard wages. 
Here is his statement : 

The CWA believes that no exemption at 
all should be granted. If, however, one is to 
be continued, it should apply only to coop- 
eratives servicing less than 300 stations and 
to such small enterprises as are individually 
owned and are not controlled by or have 
intercompany relationships with other com- 
panies or enterprises which together service 
an aggregate of more than 300 stations, No 
exemption should be granted to any company 
or exchange having more than two switch- 
board operating employees. 


It has been suggested that any statu- 
tory exemption based on number of per- 
sonnel especially limiting the exemption 
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to two employees, might have a depress- 
ing effect on small-town telephone serv- 
ice. 

Such a 2-operator limit would practi- 
cally doom small boards which do not 
now operate on a 24-hour basis to for- 
going any improvement of service, lest 
they come under provisions of the act. 


NE other angle of Beirne’s testimony 

was notable. He recognized that 
there was need of higher telephone rates 
to support increased wages. On the face 
of it, this would seem to be at a tangent 
with earlier statements in which he im- 
plied that wage increases should be ab- 
sorbed by the investors. Beirne stayed 
away from any discussion of the stock- 
holders’ position, but he did put these 
sentences into the record: 


Substandard wages cannot be allowed to 
exist because the employer is a public utility 
and thus subject to regulation . . . There 
can be no justification for a policy which, 
in the interest of public utility regulation, 
shifts the burden of paying for telephone 
service from the consumer to the workers 
in the industry. The subscribers to telephone 
service are entitled to low rates only if they 
are fair, and a rate cannot be fair to the 
public if it is based upon the suffering and 
privations of the people who must furnish 
that service by personal labor. 


This could certainly be construed as a 
broad hint to public utility commissions 
that the union would not oppose neces- 
sary adjustments in rates which resulted 
from a wage increase. 

Whether the United States Independ- 
ent Telephone Association would make 
additional presentations to the House 
subcommittee studying the amendments 
was unknown. The USITA presented its 
case last spring for continuing the mini- 
mums and increasing the exemption to 
1,000-station exchanges. Evidently the 
association believes that a realistic ap- 
proach to rate adjustments by utility com- 
missions will take care of any telephone 
hardship cases likely to arise out of alter- 
ing the exemptions or minimum rates. 
Its hold-the-line position against increase 
in the national minimum wage is as good 
as lost, if all congressional indications 
are not faulty. 
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Uncle Sam Now Getting 
Bigger Telegraph Bill 


She various agencies of the Federal 
government are now paying the 
full commercial rate for telegraph serv- 
ice. Late last month the Federal Com- 
munications Commission handed down 
its decision to this effect. Thus ends a 
long-standing differential which has per- 
mitted Federal messages to be carried at 
lower rates than regular messages. Ever 
since Western Union obtained some 
rights of way along frontier railroads 
on the public domain away back in the 
1860’s, the company has been granting 
this subsidy to the government, under 
terms of the Post Roads Act of 1866. 
The equity in these rights of way has 
long since been fully liquidated, but for 
some reason the differential has con- 
tinued, The differential applies only to 
“domestic” messages, including those to 
Canada, Alaska, Newfoundland, Puerto 
Rico, Mexico, Labrador, and Miquelon. 

Last spring, Senators White (Republi- 
can of Maine) and McFarland (Demo- 
crat of Arizona) introduced Senate Bill 
816, which would have repealed the Post 
Roads Act and restored the normal rate. 
Somewhat revised, the bill finally made 
it through Congress just before the close 
of last session. As passed, it gave FCC 
jurisdiction either to continue or change 
the rates. Accordingly, Western Union 
applied for permission to hike these rates. 
They were immediately suspended, in the 
normal procedure of handling such rate 
increase requests, and were finally al- 
lowed to take effect on October 23rd. A 
majority of the FCC approved the new 
schedules, Commissioners Durr and 
Walker dissented. (See, also, page 735.) 


2 pe commission majority took the 
position that if no substantial differ- 
ence could be shown between govern- 
ment messages and ordinary commercial 
messages, then the Federal rate should 
be the same. Said the commission: 


We think the differential should be re- 
moved by raising the government rates to 
the level of the commercial rates. The gov- 
ernment traffic is a very small part of total 
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traffic. It would not be reasonable to adjust 
a nation-wide rate schedule under which al- 
most 99 per cent of Western Union's mes- 
Sage traffic moves in order to accommodate 
a little more than 1 per cent of the traffic, 
particularly since the resulting total return 
to Western Union after an increase in rates 
for the latter traffic will still be within the 
limits of reasonableness. . . . Although it is 
reasonable to expect that elimination of the 
government telegraph rate differential may 
result in some loss to Western Union of 
government traffic, we do not consider that 
this should require the continuance of the 
rate differential for which we have found 
no sound basis, 


However, the commission insisted that 
the existing priority schedule by which 
certain government messages can be sent 
promptly should be continued, if the 
agency sending the message asked for 
such priority. 

Apparently this insistence was agreed 
upon mutually at hearings. 

Dissenting Commissioners Durr and 
Walker thought that Western Union 
should have been called upon to show 
economic justification for charging the 
government full rates. They cited a sec- 
tion of the Federal Communications Act 
which purported to require that the peti- 
tioner in a rate hearing assume the bur- 
den of proof to show that the increased 
charge is just and reasonable. They criti- 
cized Western Union for being unable to 
show whether or not Federal messages 
were being carried at a profit or loss, and 
that this should have been the determin- 
ing factor in removal or retention of the 
rate differential. 

Then Commissioners Durr and Walker 
took the commission to task for its atti- 
tude toward Western Union’s petition. 
They said: 


The commission has allowed Western 
Union to coast through problem after prob- 
lem, and to skirt its legal obligations under 
the act. The result has been to make futile 
our hearings in Western Union cases. West- 
ern Union should not be permitted to rely 
on the commission to perform for it the 
company’s obligations under the act. This is 
not the function of a regulating agency. 


While the majority of the commission 
ignored this line of reasoning, it did rap 
Western Union’s knuckles for a poor 


preparation of its case. It said in conclu- 
sion: 

We think Western Union’s presentation 
fell far short of the standards of care and 
thoroughness in preparation and presentation 
which the commission is entitled to expect 
from those appearing before it. 


The increase will mean about $1,000,- 
000 a year in added revenues to the 
company. 

* 


State Rate Increase 


HE Pacific Telephone & Telegraph 

Company has obtained approval of 
the Washington Department of Public 
Utilities for a temporary increase in an 
amount of about a million dollars a year. 
Previously, the department had directed 
the company to pass on to exchange rate- 
payers in each community, on a pro rata 
basis, increased exchange rates which 
would reflect the increased operating ex- 
penses of the company for various taxes, 
These included municipal occupation, ex- 
cise taxes, business taxes, and use of 
public streets—all of which may be 
levied by local communities in the state 
of Washington. 

However, the department did not 
think it would be reasonable to require a 
statewide rate increase to offset munici- 
pal taxes since some communities tax 
more than others. A similar discrimina- 
tion exists in the case of intrastate toll 
users, the department found, but due to 
the excessive cost involved in attempting 
to pass along municipal taxes to toll 
users within the municipality, the com- 
pany was ordered not to do so in the case 
of toll rates. 

The latest temporary increase amounts 
to approximately 14 per cent and is calcu- 
lated to yield a return of 5 per cent ona 
depreciated rate base. As against the mil- 
lion-dollar temporary rate increase al- 
lowed, the company had sought increases 
aggregating $6,300,000 a year. 

The 14 per cent general increase was 
allowed on top of the local tax-expense 
increases, when the department recog- 
nized that the company was still unable 
to get a fair rate of return on its invest- 
ment, due to increased costs. 
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Financial News 


and 
Comment 


By OWEN ELY 


Consolidated Edison 


ONSOLIDATED Eprson in the twelve 
months ended September 30th cov- 
ered the $1.61 dividend rate with only a 
penny to spare (consolidated earnings 
basis) and in the fourth quarter (season- 
ally the year’s worst) earned only 4 cents 
a share. This poor showing appears to be 
explained by the following factors: 

(1) The gas department, which ac- 
counts for about 15 per cent of revenues, 
is now operating in the red. The com- 
pany expects in the not distant future 
to ask the public service commission at 
Albany for a rate increase. However, 
even temporary relief from the present 
burden of high fuel costs (see accom- 
panying chart) appears unlikely during 
the present heating season. 

(2) Operations are currently (for the 
first time) beginning to reflect fully the 
effects of the substantial cut in residen- 
tial electric rates of August, 1946, and 
the advance in wages dating from last 
January. These two factors alone, after 
tax adjustments, amount to about $1 a 
share in the aggregate. 

(3) While Edison is fortunate in hav- 
ing automatic fuel adjustment clauses in 
practically its entire electric rate struc- 
ture (probably no other large company 
has the benefit of this clause in its resi- 
dential rates), there is a lag in the appli- 
cation of the new rates, so that net earn- 
ings are not immediately restored. 

(4) While the bond refunding pro- 
gram, now completed except for some 
$30,000,000, should result in a modest 
gain in share earnings (probably ap- 
proximating 15 cents a share), the full 
amount of this saving has not yet been 
reflected because of duplicate interest 
payments. 
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(5) There appears to be an abnormally 
large increase in maintenance expendi- 
tures, which in the quarter ended Sep- 
tember 30th were nearly one-third larger 
than last year (compared with an in- 
crease in other operating expenses of 
about 18 per cent). Presumably, much 
of this work is of a nonrecurring nature. 


ge. company is hopeful of effecting 
substantial operating economies as 
soon as its $250,000,000 construction 
program really gets under way. At pres- 
ent it has to use much obsolete equip- 
ment. Moreover, as soon as the building 
program spreads to new office buildings, 
hotels, theaters, apartment buildings, etc., 
this new business (including some air 
conditioning) should prove quite profit- 
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able. While New York city perhaps does 
not have the growth characteristics en- 
joyed by some other areas with respect 
to industry, it nevertheless has good pros- 
pects for growth merely to relieve pres- 
ent congestion. Edison gas business 
should benefit by the anticipated trans- 
portation of natural gas from Texas 
fields, plans for which are now actively 
under way. 

The prospect of rate relief is some- 
what clouded by the fact that the gen- 
eral investigation of electric rates initi- 
ated by the state commission last year 
may result in some further downward 
readjustments of electric rates, partially 
offsetting the anticipated increase in gas 
rates. However, Edison is earning only 
about 5 per cent on its rate base (even 
after allowance for full write-offs as 
favored by the commission) which is cer- 
tainly one of the lowest rates of return 
for any of the large companies. Over the 
longer term, the regulatory authorities 
should, in justice to the security holders 
of the largest operating utility, permit a 
more adequate return on investment. 

The company has indicated its confi- 
dence that the current shrinkage in earn- 
ings will prove only temporary by de- 
claring the usual 40-cent quarterly divi- 
dend, payable December 15th. 


* 


Analysis of Utility Securities 

fh on W. Locke of Goodbody & 

Company has prepared recent anal- 
yses on North American Company, South 
Carolina Electric & Gas, and Cincinnati 
Gas & Electric. 

The basis of his North American 
break-up estimate of $35.50 is indicated 
in the accompanying table. The stock has 
been selling recently around 26 compared 
with the year’s range approximating 
34-23. (The high should be adjusted for 
the value of the rights to buy Cleveland 
Electric Illuminating, making a net fig- 
ure around 30.) It recently advanced 
from 22} to 27} on the combined news 
of (1) a distribution of Potomac Elec- 
tric Power and Wisconsin Electric 
Power stocks worth about $7.37, and (2) 


NOV. 20, 1947 


a favorable court decision which is ex- 
pected to consummate the dissolution 
plan for North American Light & 
Power, Later, the stock reacted over a 
point. 

Mr. Locke has valued Union Electric 
at 15 times earnings, which appears 
somewhat on the high side despite the 
excellent caliber of the issue. The stocks 
of the 10 largest utility companies are 
currently selling at only a little over 14 
times earnings, and unseasoned issues 
necessarily sell somewhat lower. It 
might be suggested that a multiplier of 
12 would be somewhat safer under pres- 
ent market conditions, although the valu- 
ation would be affected by the proportion 
of earnings paid out in dividends. In this 
connection Goodbody & Company esti- 
mates that Union Electric may continue 
to pay out $3 in dividends, or 85 per cent 
of earnings. A more conservative figure 
on a 70 per cent distribution would ap- 
proximate $2.50. Reducing the valuation 
about one-fifth would lower the break- 
up value for North American from 
$35.50 to $32.14. 


I* the portfolio appraisal it has been 
assumed that sale of North American 
Light & Power’s holdings in Northern 
Natural Gas would provide sufficient 
funds to pay off Light & Power’s pre- 
ferred stock at par and arrears; and 
sufficient Illinois Power common has 
been subtracted from the holdings of that 
issue to retire Light & Power common 
under the plan. 

While North American has not an- 
nounced any definite schedule for dis- 
posing of miscellaneous holdings, Mr. 
Locke estimates that if system holdings 
are reduced to five items—Union Elec- 
tric, Kansas Power & Light, Missouri 
Power & Light, West Kentucky Coal, 
and Central Terminal—the present esti- 
mated liquidating value would be reduced 
from $35.50 to $23.72 (through distri- 
bution of cash and securities totaling 
$11.78). On this basis the present cost 
around 26 would be marked down to 
$14.22, and the remaining holdings 
would have a break-up value of $23.72 
a share (or $20.36 if Union Electric is 
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FINANCIAL NEWS AND COMMENT 


valued at 12 times earnings). The divi- 
dend income from the five stocks is esti- 
mated at $1.41 per share of North Ameri- 
can (out of earnings equivalent to $1.90 
per share). 

In valuing the Kansas and Missouri 
equities, the Goodbody study used mul- 
tiples of 10 times earnings, which seems 
reasonable. The valuations of West Ken- 
tucky Coal Company and of the miscel- 
laneous assets ($25,000,000 altogether) 
appear to be rather generous. 


I* analyzing Cincinnati Gas & Elec- 
tric, Goodbody’s study emphasizes 
the possibilities of favorable rate de- 
cisions. Since the memorandum was is- 
sued, the Ohio Public Utilities Commis- 
sion has granted the company an interim 
gas rate increase based on a 6.5 per cent 
rate of return on the book value of the 
properties; this is expected to give the 
company about 30 cents a share more in 
earnings after tax adjustment. Based on 
precedents in the Cleveland Electric and 
Marietta cases Mr. Locke expects a re- 
adjustment in electric rates also; but, 
since hearings on the latter case only be- 
gan October 14th, it may be some time 
before a final decision is reached. Pres- 
ent earnings ($1.98) provide a return of 
about 7 per cent on original cost, but 
plant has been written down about $30,- 
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NORTH AMERICAN COMPANY PORTFOLIO 


000,000. Mr. Locke estimates that on a 
reproduction cost basis, plant value might 
be increased 40-50 per cent; and taking 
this factor into account, he thinks that 
with readjusted rates earnings might 
well approximate a range of $2.75 to $3. 
On the basis of such estimated earnings 
Cincinnati would currently (at 27) be 
selling at about 9-10 times earnings. 

The study also points out that divi- 
dends have been paid on the common 
stock without interruption for ninety- 
four years. 


HE analysis of South Carolina Elec- 

tric & Gas was prepared before the 
recent announcement that the company 
has agreed to purchase South Carolina 
Power from Commonwealth & Southern. 
The study is summarized as follows: 


This company’s earnings show wide fluc- 
tuations because of variations in water con- 
ditions for hydro plants, and burdensome 
power contracts. Recent announcement o 
merger negotiations with South Carolina 
Power indicate a possible favorable solu- 
tion. Although present earnings barely cover 
the dividend, the recent rate increases in the 
gas and bus divisions should improve earn- 
ings. While continuation of recent poor 
water conditions beyond 1947 might cause 
a reduction in the dividend, various measures 
being taken by the management indicate the 
possibility of a more favorable trend in 
earnings. 


Per Share 


Total Value North American 


2,073,113 shs. 
1,886,000 shs. 

151,000 shs. 
2,695,000 shs. 


857,264 shs. 
376,151 shs. 


165,000 shs. 
224,736 shs. 


_———. 


*Estimated. 


Potomac Elec. Power @ 16 

Wisconsin Elec. Power @ 20 

Pacific G. & E. @ 394 

Union Elec. of Mo. @ 534 
($3.55 earn. x 15) 

West Kentucky Coal Co. 

No. American Util. Sec. Co. 

Other misc. assets and cash 


North American Light & Power 


Kansas P. & L. 

Missouri P. & L. 

Illinois Power @ 28 (Mkt.) 
Central Terminal, etc. 


Total 


Or Est. 
$ pce 


5,964,500 


144,182,500* 
15,000,000* 
6,500,000* 
10,000,000* 


$ 34,650,000* 
6,200,000* 
6,292,608 
5,000,000* 


$304,679,416 


Common 


$ 3.87 
4.40 


$35.50 
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Bell System Relations 


ELATIONSHIP between the parent 
American Telephone and Telegraph 
Company and the Chesapeake & Potomac 
Telephone Company of Virginia was the 
subject of rate hearings before the Vir- 
ginia Corporation Commission being fol- 
lowed with interest in financial circles 
The commission will investigate, a- 
mong other intercompany matters, C&P’s 
license contract with AT&T under which 
the parent company receives one-half per 
cent of the Virginia company’s gross 
revenues in return for information servi- 
ces. The Virginia company’s relations 
with Western Electric also will be exam- 
ined, 


THE INCREASING BURDEN OF TAXATION 
UPON THE BUSINESS MANAGED 
ELECTRIC LIGHT AND POWER COMPANIES 


AS COMPARED WITH THE 


DECREASING PRICE OF SERVICE / 


RATIO OF TAXES TO REVENUES 


AS COMPARED WITH THE RATIO 
IN 1913 (5.4%) 


Coincidental with the recent announce- 
ment of the regular stockholders quarter- 
ly dividend, President Walter S. Gifford 
stated that at the going rate of return 
then prevailing it was reasonably expect- 
ed that the usual $9 dividend for stock- 
holders would be realized. However, Mr. 
Gifford did not definitely say (as pre- 
viously reported in Pusiic UTILITIES 
FoRTNIGHTLY issue of November 6, 
1947, page 651) that the $9 dividend 
would necessarily be earned this year. 
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What Others Think 


Business Confidence—Its Rise 
And Fall 


RECENT issue of the Cleveland Trust 
Company’s Business Bulletin con- 
tains an analysis of the subject of busi- 
ness “confidence.” According to an index 
which the Cleveland Trust Company has 
developed, confidence in the business out- 
look has been declining during the past 
year. The war’s end produced a record 
high, but, since early 1946 the index has 
reflected, according to the account, “a 
lack of confidence in the continuation of 
prosperous business conditions.” The in- 
dex itself is explained in the following: 


The index is based on the difference be- 
tween the yields of corporate bonds of the 
highest quality and those of . . . medium 
quality. 


The theory upon which the index is 
based is a carefully developed one. It is 
known that investors, when they are op- 
timistic about the business outlook, will 
regard junior bond issues as being nearly 
as safe as those that are fully secured by 
first mortgages on highly valuable prop- 
erty. 

The prospects of weaker organiza- 
tions are regarded as being as fair as 
those of stronger ones. The item goes on 
to say: 


Under such conditions of generally pre- 
vailing confidence in the prospects for profit- 
able business, the investors bid up the prices 
of second-grade bonds until their yields are 
not much greater than those of the highest- 
grade bonds. On the other hand, when the 
prospects for business become discouraging, 
the investors seek safety rather than income 
and then the prices of the second-grade bonds 
fall far below those of the highest-grade 
issues, and as a result the yields of the less 
secure bonds become much larger than those 
of the well-secured ones, 

These recurring changes in the attitudes 
of investors make it possible to construct an 
index of business confidence by computing 
percentages that the yields of high-grade 
bonds are of those of second-grade bonds 
from month to month over a period of years. 
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Accompanying the article in the Busi- 
ness Bulletin is the curve reproduced 
below. 


ATA for the curve were obtained “by 

finding for each month the percent- 

ages that the yields of 30 corporate bond 

issues having Moody ratings of Aaa were 

of the yields of 30 issues rated by Moody 
as being of Baa quality.” 

Confidence, or the lack of it, as indi- 
cated by the curve, depicts the post World 
War I depression, the era of prosperity 
preceding the great depression of the 
early Thirties, the slight recovery fol- 
lowed by the 1937-38 slump, and the more 
recent trends since the start of World 
War II. The discussion continues: 


When the enthusiastic confidence of the 
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New Era was at its height at the end of 
1927, bond prices were high and yields were 
low. The yield of the highest-grade issues 
having Aaa ratings was almost 84 per cent 
as great as that of the second-grade issues 
rated Baa. Both classes of bonds had fallen 
in market price, but the second-grade issues 
had suffered declines in prices so much 
greater than those of the highest-grade bonds 
that their yields were over twice as great as 
those of the Aaa group. 

The index reflects the strong confidence 
of business in the New Era period from 1923 
through 1927, and a moderate decline before 
the climax of speculation in 1929. It indi- 
cates that the lowest level was reached in 
the summer of 1932 at the bottom of the de- 
pression. The recovery to the spring of 1937 
was most uneven, and consisted of a long 
alternation of spurts and setbacks. The de- 
cline to the spring of 1938 was rapid and 
drastic. From the summer of 1940 to the 


end of 1945 the rise was vigorous and with 
few interruptions. The recent decline has 
not been severe but it does indicate that in- 
vestors have doubts about the prospects for 
business in coming months. 


One would ordinarily think of “confi- 
dence” as a highly elusive intangible that 
would defy isolation, let alone any at- 
tempt to chart its course. However, the 
effects produced by optimism and pes- 
simism on the volume of business activ- 
ity and on the investment of capital in 
various enterprises are not unfamiliar, 
It should be of interest, and perhaps in- 
formative as well, to compare this curve 
with other cyclical data covering the same 


period. 
—F. T. 





Profit Is Not without Honor 


M*~ will agree that no other single 
phase of our economic system is 
so little understood as the subject of 
profit and its necessary functions. The 
profit incentive has been a basic feature of 
the American free enterprise system since 
this country’s inception. Yet, probably 
as much, if not more, misinformation 
than fact is being circulated on this 
matter. The term profit itself is not al- 
ways understood by employees and the 
general public. Its functions are mys- 
terious to many, including some “econo- 
mists” and the profit motive—regarded 
as the system’s Achille’s Heel—is the 
focal point of attack by every left-of- 
center group. 

The truth about the function profit per- 
forms, on the other hand, while widely 
circulated in news letters, reports, and 
papers that cross management’s desk, 
rarely gets into the front-line trenches 
where such ammunition is needed. 

In an address before a recent confer- 
ence under the auspices of the American 
Management Association, Clark King, 
vice president of Allegheny Ludlum 
Steel Corporation, expressed the belief 
that people are vitally interested in what 
is going on. Surveys show that the public 
wants to learn. How is it that half-truth 
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and untruth apparently have a priority? 


HE Allegheny Ludlum Corporation 

decided to launch a program to com- 
bat misinformation as an “integral part” 
of its operations, one that would continue 
through the years. King said, “Our first 
step was to lay out a program that would 
permit us to carry to the public facts 
about our company upon which they were 
uninformed or misinformed.” 

The corporation program embraced 
four points. The first two points were 
an expression of interest in the communi- 
ties from which Allegheny drew its per- 
sonnel and the corporation’s readiness to 
pay good wages. The third point was 
the simple declaration: “We earn fair 
profits.” This program was beamed to 
all personnel, and then to the public at 
the community level. In explanation of 
the crucial point of the program, King 


said: 


For point three, “We earn fair profits,” 
we merely gave the facts in an understand- 
able manner. We did not try to explain away 
our profits nor apologize for them. We told 
our public we were proud of our earnings. 
We went further to explain how we were 
using them to finance our $15,000,000 plant 
12provement program that would bring 
about added employment, easier work, and 
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“THAT’S FUNNY, I COULDA’ SWORE THERE WAS TWO OF YOU WORKIN’ 


HERE WHEN I DROVE UP” 


more security to the people of our communi- 

ties. 

All mediums available were employed 
to continue the program after the town 
meetings. Each day since the inaugura- 
tion of the program one or more com- 
munities have been given the necessary 
facts and figures to sustain the idea. In 
concluding the Allegheny Ludlum official 
noted that 

Aside from independent surveys, we have 
literally hundreds of personal expressions 
from our employees, shareholders, news- 
papers, and neighbors that make us sure 
that our program is paying off. 


HE concept of profits and its func- 
tion is a difficult one to put across to 
the lay public. Labor frequently ex- 
presses a desire to siphon off profits. 
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Government uses it to convenience when 
passing on the blame for high prices. 
When the going is tough profits are cited 
as the source of all our troubles, Such 
was the opinion of David Lawrence, in 
a recent copy of the United States News, 
when he pointed out that government has 
referred to the “big profits” of industry 
in deliberate generalities, and never fails 
to spotlight dividend payments. From 
his own observations Lawrence feels 
that little is being done to offset these as- 
saults. He offers the following: 

The importance of accumulating a surplus 
fund in corporate treasuries to tide over 
coming recessions, the insurance that a sur- 
plus gives to employment by laying aside 
sums to carry on when times get bad, the 
need for large amounts of working capital 
in the present inflationary period when in- 
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ventory costs are unprecedented and payrolls 
are abnormally high—these are heard of only 
in economic treatises. The people are not 
learning these things for the simple reason 
that businessmen are too preoccupied to tell 
them the facts of business life. 


One of the acknowledged blots on the 
long-heralded bright postwar era has been 
the attack on profits. The prevailing at- 
titude in some quarters seems to amount 
to a fear, usually based on the belief that 
profits hie off to some cavern where they 
hibernate for long periods. Like most 
other fears, this one also may be ascribed 
to ignorance. In this connection, Frank 
M. Surface, executive assistant to the 
president of Standard Oil Company 
(New Jersey), makes a substantial con- 
tribution. His address, the “Penalties of 
Economic Ignorance,” given before the 
1946 conference of the New England 
Council, has since been published in an 
attractive pamphlet form. In his opening 
remarks he illustrates the popular mis- 
conception about the size of profits, by 
calling attention to a nation-wide survey 
conducted by Opinion Research. The 
poll sought answers to the following 
question : 

Just as a rough guess, what per cent profit 


would you say the average manufacturer 
makes in peacetime? 


In answer to this query : 


Sixty-seven per cent of the employees in- 
terviewed had an opinion about company 
profits. Eleven per cent thought profits ex- 
ceeded 50 per cent, another 14 per cent 
thought they were between 34 and 50 per 
cent. Of the total, 40 per cent thought profits 
were 25 per cent or more. And if we omit 
those who said they did not know we find 
that more than 60 per cent of those who had 
an opinion on this subject thought profits 
exceeded 25 per cent. 

In response to another question these 
same people thought that a fair profit would 
be about 10 per cent. 


Rae data compiled by the National 
City Bank of New York on the fi- 
nancial operations of a large number of 
companies, it was shown that profits, 
when thought of as a per cent of sales 
value, actually ranged from 3 to 4 per 
cent during the years 1944-45. When 
considered as a percentage of investment 
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or net worth, profit varied between 6 
and 9 per cent for the years 1936 to 
1945, with the exception of 1938 when 
it was much lower. The figures used 
cover 1,152 trading and manufacturing 
corporations in the former, and 2,806 
— corporations in the latter exam- 
ple. 
A statement appearing recently in the 
New England Letter of the First Na- 
tional Bank of Boston takes up the fair 
profit idea. In further developing it, it 
commented : 


The issue of profits goes beyond that of 
a fair return on capital investment and in- 
volves in its scope the healthy functioning of 
our economy, upon which steady alee. 
ment and our high living standards depend. 
The perpetuation of our economic system is 
dependent upon a constant flow of fresh 
capital, the chief source of which is the 
surplus earnings ploughed back into busi- 
ness for replacements and the purchase of 
new tools and equipment. This is the “seed 
money” that is largely the basis of our 
progress. Each factory worker in the United 
States has, on the average, the use of plant 
equipment that cost more than $6,000. These 
facilities furnished by management are, in 
reality, mechanical slaves that have multi- 
plied manyfold the productive efforts of the 
workers. Without modern equipment, paid 
for largely out of profits, the American 
people would be working about ninety-six 
hours a week instead of around forty, while 
their living standards would be at a subsist- 
ence level. So, in consequence of these 
facilities, we have about fifty-six hours a 
week more time at our disposal than would 
be the case if we lived under primitive non- 
technological conditions, while our living 
standards are many times higher, 


The letter goes on to say that what may 
be considered a fair profit in one industry 
may not be fair in another—due to varia- 
tion in the amount of risk in different 
enterprises. 

In continuing, it claims that 


The amount of profits earned by different 
lines of. business is determined by economic 
forces and not by “conspiracy” as is held 
in some quarters. If profits in any given in- 
dustry are large, new firms enter the field, 
and competition drives the rate of return 
down to a reasonable basis. On the other 
hand, if profits are too small, firms fail or 
capital is withdrawn until, in the course of 
time, the returns to the industry are more 
in line with those in other fields, with due 
allowance for variation in risks, 
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I’ is the consuming pubic that deter- 
mines what fair profits are in various 
lines of industry, by the choices made 
at the markets, An additional fact is that 
a substantial part of profit is used to keep 
the economy in good running order, 
which means more modern equipment 
and facilities. 

The United States Treasury reports 
for eighteen years, ending with 1942, 
place the average net return on capital in- 
vestment for all business enterprise at 
around 3 per cent, or just slightly above 
the current average return on govern- 
ment bonds, according to the same source. 

In view of the above, the oft-quoted 
“production for use and not for profit” 
loses its grip on the imagination. The 
New England Letter concludes with the 
following: 

The prospect for profits is the mainspring 
of our economic activity. Under the driving 
force of this incentive, the United States has 
enjoyed an amazing and unparalleled prog- 
ress. All classes have shared in this pros- 
perity. For the past three decades or more, 
the gain in real wages of the workers has 
corresponded very closely with the increased 
productivity. Under our system this must 
be so in order that the mass output of our 
factories may be absorbed by the consumers 
in the market places. As a matter of fact, 
the amount paid out in employee compensa- 
tion in the aggregate last year was about 
twenty-two times as much as was paid to 
stockholders. 


It likens any attack on the American 
profit system to an attempt to “kill the 


goose that is laying golden eggs.” 


Returning to Frank M. Surface’s ad- 
dress on the “Penalties of Economic 
Ignorance,” the question was asked 
“Does your company make a practice of 
giving you information about profits?” 

Analysis of answers follows: 


Twenty-one per cent said YES, but 79 
per cent said NO. One out of five is not a 
vey good showing. 

urthermore, because of the kind of propa- 
ganda to which they have been subjected 
many employees are skeptical of the figures 
presented to them. One often hears it said 
that the figures are doctored, that there are 
hidden profits, that companies keep two sets 
of books, etc. Care must be taken to estab- 
lish the authenticity of the figures presented. 
The fact that they are certified to by out- 
side public accountants, that they are the 


same figures as given to the U. S. Treasury 
for income tax purposes or to the Securities 
and Exchange Commission, will go a long 
way towards dispelling such doubts. 


AILROADS have been publicizing the 

distribution made of their earnings 
and the percentage of their profit. Both 
the Railroad Association and the in- 
dividual companies have been doing this 
job through car ads in the commuter 
coaches and via circular letters to per- 
sonnel, 

The Pennsylvania Railroad recently is- 
sued one of these circulars, entitled 
“What the Employers Got Out of Earn- 
ings As Compared with Other Railroad 
Payments.” It calls attention to the fact 
that 

. .. It takes an investment of about $20,000, 

for each employee, to make it possible for 

this railroad to exist and for each of us to 
have a job. 


Out of the charges for its services must 
come sufficient revenue to cover all of 
its expenses. And it hastens to add: 


However, because it is generally known 
that the stockholders of a railroad are its 
owners, many persons jump to the con- 
clusion that the stockholders get a big part 
of what the railroad earns from rendering 
service. Even some railroad employees be- 
lieve that the stockholders get the largest 
share of the earnings—that what is paid to 
the stockholders in dividends is more than 
is paid to the employees in wages. 

Nothing could be farther from the facts. 
Dividends are usually the smallest item of 
payment. Wages are the largest and on the 
Pennsylvania Railroad require about 55 cents 
out of every dollar taken in. Moreover, 
wages come ahead of everything else. They 
must be paid even before taxes are paid to 
the government, before fuel and material 
bills are met, and before interest is paid the 
bondholders for the money they have lent 
the railroad. 


The leaflet assures the reader that divi- 
dends are paid last, only after wages, 
fuel and supply bills, taxes, bond interest, 
rentals, and all other expenses are paid. 
It concludes with the following: 


It may be of interest to our more than 
150,000 employees to know that, in the eleven 
years covered by the chart, (1936-1946), the 
total a ig ge made by the Pennsylvania 
Railroad for the benefit of its employees— 
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wages, combined with the other benefits 
shown just above them on the c —were 
14 times the total dividend payments to 
stockholders. 

It may also be of interest to know that, in 
1946, wages and the other employee benefits, 
combined, were over 6% times greater than 
the taxes paid for the support of govern- 
ment, interest to bondholders, and dividends 
to stockholders, all put together. 


The chart referred to is spread over 
both inner pages and graphically illus- 
trates the payments for employees as 
compared with payments to stockholders, 
bondholders, and taxes paid in support 
of government. 


NOTHER booklet, entitled “Who Gets 
What?” has been issued by the 
American Iron and Steel Institute. Ac- 
cording to this source, it takes an average 
investment of approximately $6,000 for 
each job in the industry. 

To some pertinent questions it supplies 
the following answers on the rate of steel 
company profits : 

From 1939 through 1946 profits averaged 
4.3 cents for each dollar of sales, a profit of 
about two-tenths of one cent per pound of 
finished steel produced. 


In answer to the question : “Are stock- 
holders always sure of a dividend pay- 
ment ?” 

No indeed. When business is poor, stock- 
holders often get nothing. 


In response to a question concerning 


stockholders absorbing all steel industry’s 
profits, it replies: 
They get only a part of them. The average 


stockholder in 1946 got only 3 cents of the 
sales dollar. 


And re: “What happens to that part of 
the profits the stockholders don’t get?” 
This money goes for new tools, equip- 
ment, repairs, and plants. It provides a re- 
serve to keep the business going in hard 
times. It protects old jobs and creates new 
ones. 


PECIFIC information is presented for 
the year 1946. After paying all costs 
except salaries and wages 88 per cent of 
the remainder went to employees, 64 per 
cent was paid to stockholders in the form 
of dividends, and 5} per cent was set 
aside for reserves. And it concludes with 
another query: 

Are the stockholders the only ones to 
benefit when the steel industry is making a 
profit? 

By no means. Employees benefit also be- 
cause employment and payrolls are most 
satisfactory when production and profits are 
up. Moreover, if the industry lost money 
for a long period, investors would avoid it. 
There would be no capital for repairs or ex- 
pansion. Everyone would suffer. 


The brief form and simple language 
will aid this information in dispelling any 
fears that may be held by people who 
regard the profit-making or distribution 
function of “big industry” with distrust. 

—F, T. 





Shortage of Technically Trained Man Power 
To Continue into 1949 Predicted 


HERE is a shortage of technically 

trained men these days, and the 
competition for these men is keener than 
ever, says H. N. Muller, manager of 
Westinghouse Electric Corporation’s 
educational department. According to 
Muller’s predictions: 

This latest man-power shortage will last 
well into 1949 or 1950. It stems directly 
from industrial expansion, coupled with the 
relatively few engineers and scientists gradu- 
ated from colleges during the war. Westing- 
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house alone is now recruiting from the col- 
leges over 100 more men each year than 
during prewar years. 


A Westinghouse graduate student 
course was set up many years ago which 
aids the young engineering aspirant to 
find out which branch—sales, design, or 
manufacturing—he is best suited for. 
Every graduate student at Westinghouse 
gets a basic course that consists of orien- 
tation, production, test and product con- 
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ference assignments. After completion 
of basic the men are assigned to their 
branch where they receive specialized 
training. 

The educational program is outlined 
as follows: 

For eight weeks or more the student on 
the graduate course studies manufacturing 
problems in connection with some dozen of 
the most important Westinghouse products, 
such as motors and generators, switchgear, 
turbines, and transformers. 

_ The study of products continues in a full- 

time “engineering school” for eight more 
weeks. This rounds out the preliminary 
schooling of all students who will go into the 
technical departments of the company. 


Pyo others may be selected by 
competitive examination to go on 
to a third course of instruction in me- 
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chanical design school. This third phase, 
for those selected, continues for thirteen 
weeks full time devoted to the study of 
fundamental, mechanical engineering 
subjects. 

Through periodical conferences with 
officials of the graduate training depart- 
ment, the students are classified for par- 
ticular engineering activities. Finally, af- 
ter a varied experience, the young en- 
gineer is in a position to be transferred to 
a regular job. According to the Westing- 
house statement many of the company’s 
top executives are products of graduate 
student training. Engineering colleges 
report a 100 per cent increase in the num- 
ber of companies now interviewing their 
graduates in comparison to prewar i 
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Notes on Recent Publications 


A Capitalist Asks for Reforms. “People must 
live and work together—or forfeit free- 
dom.” A recent book recommending a busi- 
ness philosophy of “total service to the com- 
munity,” by Robert Wood Johnson. It is 
a 271-page discussion of labor-management 
relations, and the responsibility of manage- 
ment. Considerable attention 1s given to an 
information program which business must 
launch to reinstate private enterprise in the 
public esteem after years of antibusiness 
education. 

It is a plea for small business, for decen- 
tralization needed to meet the public at the 
community level, and the creation of a new 
craftsmanship. Johnson believes these are 
essential to achieve the broad obiectives of 
business, to rebuild the dignity of labor, pro- 
mote teamwork, and produce more for a 
higher American standard of living. The 
author backs a long-range business view- 
point beneficial to the community, as op- 
posed to the nearest short cut to immediate 
profit. Because he feels that business must 
pay either directly or indirectly through gov- 
ernment subsidies supported by taxation, he 
favors an intentional and realistic invest- 
ment in America’s future. 

Johnson outlines the effort that must be 
expended by business to avoid the doom 
certain pessimists have predicted for our 
economy. He doesn’t bar the gate to some 
public ownership, but prefers that enterprises 
be privately owned, business-managed, and, 
if technology will permit, small in size. 

The book contains many startling sugges- 
tions and some readers may need reassurance 
that the author is R. W. Johnson, chairman 
of the board of Johnson & Johnson, who 
served during the war as a Brigadier Gen- 
eral in Army Ordnance, as vice chairman of 
the War Production Board, and as chairman 
of the Smaller War Plants Cornoration. Or 
Forreit Freepom. By Robert W. Johnson. 
Doubleday & Company, Inc., New York, 
N. Y. 1947. 


The South, 1947 Edition. A statistical report 
listing industrial and commercial facts and 
figures on the states below the Mason-Dixon 
line. Economic recovery of the South and 
its increasing importance in the national in- 
dustrial picture. Southern growth has been 
widely distributed among all the producing 
groups. Food processing continues to lead, 
followed by the manufacture of textiles and 
chemicals. Substantial gains also are shown 
in transportation and power facilities. The 
account accompanying the tables and charts 
attributes the South’s resiliency in recovery 
from the depression and wartime restric- 
tions to the tempering received as a by- 
product of a war that closely approached 
annihilation. Its experience has enabled this 


region of promise “to weather economic 
storms and squalls more effectively than 
might otherwise have been the case.” 

The South has been successful in attract- 
ing capital which has resulted in the migra- 
tion of industry to that section of the United 
States. The accretion of local venture capital 
has been stimulated and has been invested 
in local projects. The South aspires to the 
position as “cornerstone of national prog- 
ress.” THE Biue Book or SOUTHERN Proc- 
RESS, 1947, 188 pages, 45 photographs. Price 
$2. Published annually by Manufacturers 
Record Publishing Company, Baltimore 3, 
Maryland. 


What Price Guaranteed Annual Wages? A 
discussion of the feasibility of annual wage 
agreements as a step toward financial secu- 
rity for members of the labor force, and the 
adjustments that would be necessary were 
business generally to guarantee annual wages. 
The author supplies the background for the 

proposed eee and cites the position en- 
oad by the annual wage idea. Labor’s and 
industry’s opinions are split on the matter 
as a result of mixed experiences on the part 
of both, 

This is a study of the current proposals 
that start with guaranteeing full-time pay- 
rolls as overhead, anticipating that the need 
to meet these conditions would very likely 
oblige industry to stabilize production and 
give greater security at desired higher levels 
of employment. The author considers those 
problems business would face in meeting the 
obligation, the impact on full employment, 
on competition, and on the business cycle. 
Some auxiliary measures that would be 
needed to brace the guaranteed wage system 
are discussed, notably the role that govern- 
ment would play. THe GUARANTEE oF AN- 
NUAL Waces. By A. D. H. Kaplan. Price 
$3.50. Published by The Brookings Institu- 
tion, Washington 6, D. C. 1947. 


Take It from the Clothing Industry! Union- 
management cooperation has outgrown the 
fearful and lip-service stages in the clothing 
industry sector, Brushing aside certain 
objections of unions and employers are cer- 
tain factors that start both groups down 
the road toward collaboration. The objec- 
tions and the impelling forces are examined 
by the author. This is a study of the prob- 
lems of harmonizing the traditionally ex- 
clusive functions of management's view- 
point with the usual union policies and 
views. 

The aim: of this study is to clarify 
the relationship of codperation to the gen- 
eral pattern of collective bargaining. The 
clothing industry was chosen as the proper 
field for special study because its experiences 
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in union-managament codperation have been 
wide enough to permit arriving at a signifi- 
cant conclusion. ‘the treatment embraces 
wage, profit, price, employment, and welfare 
matters. Joint plans to curb cyclical phe- 
nomena, regulate trade practices, stimulate 
efficiency, promote sales, and eliminate con- 
flict are analyzed. Some of the material has 
come directly or indirectly from officers of 
the two large clothing workers’ unions, from 
trade associations and member firm execu- 
tives, labor arbiters, and government 
agencies. UNION - MANAGEMENT COOPERA- 
tion. By Kurt Braun. Price $3. Published 
by The Brookings Institution, Washington 
6, D.C. 1947, 


General Electric's War Effort. The story of 
G-E in the second World War and the man- 
ner in which it bent its efforts and resources 
to the common goal. Our men overseas and 
our industries at home needed the equip- 
ment that this and other organizations pro- 
duced. G-E trebled its peacetime production 
figures. New plants were required, new 
techniques developed, and new tools and ma- 
chines turned out. By nature of the business 
in which this company was engaged at the 
entrance of the United States into the war, 
a heavy responsibility was imposed upon 
it. G-E’s wartime accomplishments repre- 
sent the work of some 175,000 men and 
women in the program of production for 
victory. Over 50,000 G-E men and women 
served in the Armed Forces, and of this num- 
ber 1,055 gave their lives in line of duty 
during the recent war. 272 pages and ap- 
proximately 196 illustrations. MEN AND 
Voitts at War. By John Anderson Miller. 
Price $3.75. Whittlesey House, aM 
Hill Book Company, Inc. N. Y. 1947. 


Short-term Caution, Long-term Optimism Ad- 


vised. Of outstanding concern to those in 
the utility industry, as well as those in other 
fields of industry or commerce, are the pre- 
dictions and the advice for the immediate 
and near future contained in the 1946-1947 
annual report of the American Management 
Association. The report states that manage- 
ment believes the next ten years or more will 
be characterized by high production levels. 
It also predicts an intensified price competi- 
tion resulting from the introduction of new 
materials and new methods. Complicating 
the picture, to some extent, is the “potential 
instability reflecting international and na- 
tional fretfulness.” The report states that 
executive opinion holds that readjustment 
from inflation “might be painful, but will 
probably be short.” The report reflects 
Opinions voiced at eleven AMA national man- 
agement conferences. It comments on ac- 
tivity in the personnel and industrial rela- 
tions, production, marketing, finance, insur- 
ance, office administration. and packaging 
fields, in which the association is principally 
interested. 


Publicly owned electric system statistics. A 
record of new rates, earnings, production, 
consumers, operating expenses, free serv- 
ices, taxes paid, and other data on municipal 
electric systems. Diesel, steam, and hydro 
plants and publicly owned distribution fa- 
cilities independent of generating facilities 
are included in the scope of this volume. The 
statistics cover some 600 cities and towns 
from 2,500 in population, upward. Installa- 
tions operating under competitive conditions 
are indicated. Resutts or Pusticty OwNepD 
Exectric Systems. Price $10 prepaid. 400 
pages. Ninth edition. 1947. Published by 
Burns & McDonnell Engineering Co., 95th 
& Troost, Box 7088, Kansas City, Missouri. 





Keeping Democracy Sold 


a VV deem it highly desirable that a comprehensive pro- 
gram of education in the ideals and practices of 
American democracy be launched. Americans tend to take their 
system of government for granted. We think of it as we would 
a familiar landmark. It was there yesterday; it is here today; 
it will be there tomorrow. But that is not the history of the 
struggle for human freedom. The price of liberty continues 
to be the eternal vigilance of those who enjoy it—especially in 
a world of rapidly changing values. We must not allow our 
hard-won freedom to slip from indifferent hands. Freedom is 


everybody's job.” 


—WInTHROP W. ALprRICH, 
Chairman, American Heritage Foundation. 
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The March of 
Events 


In General 


Association Adopts Resolutions 


HE National Reclamation Associa- 

tion ended its convention on Oc- 
tober 31st with the election of Harry E. 
Polk of Williston, North Dakota, as its 
president for the coming year. Polk had 
been first vice president of the associa- 
tion. The convention adopted more than a 
score of resolutions bearing upon issues 
related to the reclamation program. By 
its action, the convention went on record 
as favoring: 

1. State control over non-navigation 
uses of rivers for domestic, irrigation, 
municipal, stock watering, and indus- 
trial purposes. 

2. State ownership of tidelands and 
the beds of navigable streams within 
their boundaries. 

3. Appointment of a committee to 
study legislation to extend the time of 
repayment of water users under the 
Reclamation Act. 

4. Passage of the Rockwell Bill, now 
in Congress, to establish a new formula 
for payment of principal and interest on 
reclamation project power unit costs. 

5. Passage of another measure pend- 
ing in Congress which would lift the 160- 
acre farm limitation on the Central Val- 
ley project in California, the valley 
gravity project in Texas, and the San 
Luis project in Colorado. 

6. Passage of legislation assuring wa- 
ter user organizations on reclamation 
projects the right to acquire permanent 
water rights and control of their water 
distribution facilities. 

7. Establishment of a long-range pro- 
gram of reclamation construction, with 
adequate yearly appropriations. 
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8. The lifting of limitations on the 
amount of reclamation funds which may 
be transferred from project accounts for 
use by the office of the chief engineer of 
the Reclamation Bureau. 

9. Legislation to permit use of surplus 
water in War Department reservoirs for 
irrigation purposes in special instances 
without compliance with provisions of 
the Reclamation Act. 

10. “Adequate” funds for the geo- 
logical survey to conduct geologic, min- 
eral, and water investigations, including 
stream gauging and underground water 
studies. 


Ponders Power Sale 


_ Federal Power Commission was 
recently reported studying the pro- 
posed sale of a transmission line from 
Markham’s Ferry, Oklahoma, to Lake 
Catherine, Arkansas, and two substa- 
tions for $3,800,000. 

The companies involved filed a joint 
application that Arklahoma Corporation 
be permitted to make the purchase from 
Ark-La Electric Codperative, Inc. Arkla- 
homa in turn proposes to lease the facili- 
ties to the Arkansas Power & Light Com- 
pany, Southwestern Gas & Electric Com- 
pany, and Oklahoma Gas & Electric 
Company for thirty years. 

Under the proposed agreement, Ark- 
lahoma would sell first mortgage bonds 
totaling $3,800,000. 

Rental of the facilities would be $71,- 
950 semiannually from 1948 to 1967 and 
$72,950 semiannually from 1968 to 1977, 
according to the proposed agreement. 

The facilities were built by Ark-La at 
War Production Board direction for de- 
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livery of electric power to the Defense 
Plant Corporation’s Jones Mills alumi- 
num plant. 


FPC Approves Rates 


; e- Federal Power Commission re- 
cently approved for a period of not 
more than two years beginning Septem- 
ber 1, 1947, rates and charges for sales 
of electric power contained in agree- 
ments between Bonneville Power Ad- 
ministration and five companies operat- 
ing in the Pacific Northwest. The agree- 
ments provide for sales of power to Port- 
land General Electric Company, Puget 
Sound Power & Light Company, Pacific 
Power & Light, Washington Water 
Power, and Mountain States Power 
Company. The commission’s order stated 
that the power supply in the Pacific 
Northwest is critical and may remain de- 
ficient for some time in the future and 
that the rates and charges as contained 


in the contracts will permit a higher utili- 
zation of Bonneville’s facilities during 
the present shortage. 

Bonneville, after fulfilling the re- 
quirements of its other customers dur- 
ing this period, will have available and 
has agreed to deliver to the five com- 
panies a total of 335,000 kilowatts of 
power at a load factor of not less than 
60 per cent. 


Judge Orders Hearing 


NITED States District Judge Paul 
Leahy set November 26th for a 
hearing to determine whether a second 
amended plan for dissolution of the 
Louisville Gas & Electric Company 
(Delaware) was fair and appropriate 
under the Public Utility Holding Com- 
pany Act. 
The Securities and Exchange Commis- 
sion, which approved the plan, asked the 
court to order enforcement. 


Arizona 


Utility Sale Hearing 


PPLICATION of the Southern Cali- 
fornia Utilities Company to sell its 
entire properties at Yuma and transfer 
its operating rights there to the Arizona 
Edison Company was the subject of a 
formal hearing held at Phoenix before 
the state corporation commission on Oc- 
tober 30th. Purchase price is $850,000. 
The Arizona Edison Company op- 
erates principally within the city of 
Yuma proper and the Southern Califor- 
nia utility in the rural and suburban dis- 
trict surrounding Yuma and in a small 
portion of the city. 


For years, the two companies, operat- 
ing almost side by side, have argued over 
territorial privileges. Repeated opinions 
and orders of the commission have failed 
to settle their jurisdictional complaints, 
it was reported. 

The companies contend acquisition of 
the Southern California utility’s prop- 
erties by Arizona Edison would end the 
controversy over operating rights and 
would eliminate “competitive conditions” 
arising as a result of their paralleling op- 
eration which, they claimed, would mean 
improved service and economies to 
Yuma area electric consumers. 


Arkansas 


Rules City Can Buy Light System 
re city of Marianna legaily can buy 

the electric distribution system 
there from the Arkansas Power & Light 
Company and can finance the purchase 
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by issuing bonds payable only out of the 
system’s revenues, Chancellor A. L. 
Hutchins has ruled. 

The recent decision was in a taxpay- 
ers’ test suit to restrain the city council 
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from calling a special election to deter- 
mine voters’ wishes on the matter. 

In a written opinion, Chancellor 
Hutchins said it was a well-established 
principle of law that an Arkansas mu- 
nicipality has only such powers as are 
expressly conferred upon it by the Con- 
stitution and the statutes of Arkansas. 

He said “it must be conceded that a 
municipality in Arkansas has the ex- 
press power to acquire an electric distri- 
bution system within the municipality.” 


Votes Utility Levy Increase 


ASSING lightly over threats of the 

Arkansas Louisiana Gas Company’s 
attorney, Lawrence B. Burrow, that 
utilities might retaliate against an “ex- 
cessive” privilege tax, the Little Rock 
city council, sitting as a committee of the 
whole, voted following a public hearing 
on October 30th to fix taxes as follows: 

Arkansas Power & Light Company, 
$80,000; Arkansas Louisiana Gas Com- 
pany, $55,000; Southwestern Bell Tele- 
phone Company, $45,000; municipal 
waterworks, $35,000. 

The recommended tax, approved by 
the seven aldermen present, was lower 


than that proposed by a special citizens’ 
committee on taxation, which recom- 
mended a levy of 4 per cent on 1946 
gross earnings as follows: Arkansas 
Power & Light, $100,000; Arkansas 
Louisiana Gas, $79,000; Southwestern 
Bell Telephone, $46,000; municipal wa- 
terworks, $33,000. 

The aldermen decided to abandon the 
plan of taxing the companies at a rate of 
4 per cent of the previous year’s gross 
earnings. City Attorney Gentry advised 
them that although the proposed ordi- 
nances would carry flat figures, without 
reference to a percentage, the utilities 
might seek court relief on the ground 
that the council had violated the statute 
prohibiting a gross earnings tax. 

Mr. Burrow charged that the citizens’ 
committee’s “equalization” proceedings 
had resulted, “to be brutally frank, in the 
city going to the easiest place to get the 
money quickest.” 

He recalled that the voluntary 50 per 
cent increase in tax against all businesses, 
enacted for 1947, was accompanied by 
the council’s pledge that an “equaliza- 
tion” would be made for 1948 and there- 
after. 


California 


Service Changes Backed 

HE Los Angeles city attorney’s of- 

fice, in response to a request, re- 
cently furnished the city council with a 
legal opinion holding that the council has 
no right to revoke franchises granted 
common carriers unless there is a clear 
failure upon the part of the carrier to 
carry out the terms of the franchise. 


The opinion, written by Assistant City 
Attorney Roger Arnebergh, held that, in 
the case of the Los Angeles Transit 
Lines, recent changes in streetcar rout- 
ings and substitution of trackless trolleys 
for rail service were in line with the rec- 
ommendations of city traffic engineers 
and could not be held to be a violation 
of franchise obligations. 


Colorado 


Power Rates Cut 


HE Arvada Electric Company re- 
cently announced it had approved 
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a 12 per cent reduction in rates, effective 
November Ist. 
At the same time, W. C. Sterne, presi- 
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dent and general manager of the com- 
pany, asked the Arvada city council for 
a renewal of a 25-year franchise to cover 
a long-range finance program for ex- 
pansion. Although the franchise granted 


in 1928 would be effective until 1952, 
the company’s program to develop and 
repair lines in Arvada, Westminster, and 
surrounding areas necessitates a long- 
term loan, Sterne said. 


Illinois 


City Urged to Operate Plant 


| ga pee of government ownership 
of utilities appeared before a Chicago 
city council subcommittee last month to 
recommend that the city purchase and 
operate Commonwealth Edison Com- 
pany’s properties. They asserted at the 
public hearing on renewal of the com- 
pany’s franchise that Chicago consum- 
ers of electricity would save up to $50,- 
000,000 a year if the power plants were 
municipally owned. 

The committee took under advisement 
the question of whether to negotiate a 
new franchise with Edison, or to acquire 
the facilities either through negotiated 
purchase or condemnation. Alderman 
Wagner, chairman of the utilities sub- 
committee, said it would be “some time” 
before the committee is ready to make its 
recommendation to the council. 


Attorney Irving Flamm, who told the 
committee he was representing the Pub- 
lic Ownership League of America as a 
“labor of love,” said elimination of Edi- 
son’s net earnings would have cut Chi- 
cago electricity bills nearly 16 per cent 
last year. He listed the taxes paid by 
Edison and its administration and litiga- 
tion costs as other factors tending to 
boost rates. These might be eliminated 
under municipal ownership. 

After Flamm’s testimony, Attorney 
John Reid Turney, retained by the city 
to aid in the franchise negotiations, pre- 
sented a set of statistics comparing Com- 
monwealth Edison’s efficiency of opera- 
tion with that of municipal plants. Tur- 
ney asserted the kilowatt-hour output 
per production employee at the Edison 
Company was about twice as much as at 
the municipal plants in Cleveland and 
other major public ownership cities. 


Indiana 


Commission Attacks Fares 


HE state public service commission 

last month asked the Hancock Cir- 
cuit Court for an injunction which would 
compel Indianapolis Railways to abide 
by a commission order of July lst which 
set transit fares in Indianapolis at three 
tokens for 25 cents, a 10-cent cash fare, 
free transfers, and ordered the utility to 


prepare plans for a 5-cent school fare. 
The commission’s request was made 
in an answer to a transit firm complaint 
which appealed all provisions of the July 
lst order, and was made through counsel 
for the commission, the state attorney 
general. The case originally was in 
Marion Circuit Court, but has been 
venued to Hancock Circuit Court. 


lowa 


Power Firm Offered for Sale 


HE city of Council Bluffs was of- 
fered a conditional opportunity re- 
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cently to buy for $3,550,000 the Western 
Iowa Power Company. The conditions, 
as laid down by Omaha (Nebraska) 
Electric Committee, Inc., were: 
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1. That the Council Bluffs mayor and 
city council call a special election not 
later than January 15th on renewing for 
twenty-five years the franchise under 
which Western Iowa is operating. The 
utility would pay election costs. 

2. That Western Iowa agrees to have 
the utility’s power contract extended for 
ten years. 


The Omaha Electric Committee owns 
all the common stock of Western Iowa, 
which comprises principally the Council 
Bluffs distribution system. Western 
Iowa was formed because the Omaha 
Public Power District, when it took over 
the Nebraska Power Company last year, 
was not allowed by law to own or dis- 
pose of Iowa NPC properties. 


Maine 


Rationing Power 


| nacapny of electric power was be- 
gun on October 28th by the Maine 
Public Service Company which serves 
15,000 customers in northern Maine, 
because a month-long drought has cut 
the flow of the Aroostook river sharply. 

President Lawrence Alline said the 


customers had been divided into three 
groups and that each group would be 
without power for one hour in every 
three. He said the hydroelectric power 
situation in this vicinity “is worse than 
it ever has been.” 

The rationing system was imposed 
beginning October 28th. 


Mississippi 


Rate Reduction Allowed 


? | fhe Federal Power Commission re- 

cently approved a rate schedule filed 
by United Gas Pipe Line Company and 
effecting a reduction in rates of approx- 
imately $249,000 to certain communities 
in Mississippi to become effective as of 
July 26, 1947. The communities receiv- 
ing reductions and the amounts of the 
reductions estimated for the year ending 


July, 1948, are as follows: Alta Woods, 
$2,691; Clinton, $3,160; Jackson and 
environs, $241,807 ; Raymond, $1,347. 

The commission also required that the 
company give notice to the commission 
and to the public pursuant to provisions 
of the Natural Gas Act of any changes 
in the proposed rates as provided for in 
a tax adjustment clause which was in- 
cluded in the rate schedule. 


Missouri 


Contract Renewal Voted 


ENEWAL of the present contract be- 
tween the Public Service Company 
and the AFL Amalgamated Association 
of Street, Electric Railway, and Motor 
Coach Employees, without any changes 
in wages or working conditions, was ap- 
proved by overwhelming majorities of 
employees at meetings late last month. 
Only 31 votes were cast against the 
proposal, with about 750 voting for it, 
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Arthur E. East, president of Local 788, 
said, 

The contract provides for a basic 
wage of $1.30 an hour and $60 a month 
pensions. 

The 1947 agreement with the com- 
pany was reached only after months of 
arbitration and a 2-week strike last 
summer. The union’s executive board, 
by a vote of 18 to 2, had approved con- 
tinuation of the agreement. 
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Nebraska 


Power Heads Named 


Qu of Harold Kramer as 
chairman of the board of managers 
of the Nebraska Public Power System 
was announced last month. 

Kramer, secretary and general man- 
ager of the Loup River Public Power 
District, with headquarters at Colum- 
bus, succeeded George E. Johnson, who 
resigned recently from the board and as 
general manager of. the Central 
Nebraska Public Power and _ Irriga- 
tion District (Tri-County). 

A. C, Tilley, Hastings, who replaced 
Johnson as general manager of Tri- 
County, also became secretary of the 
board. 

Gerald Gentleman, North Platte, sec- 
retary and general manager of the 
Platte Valley Public Power and Irriga- 
tion District, was named vice chairman 
of the board. 


Gas Occupation Tax Bill Killed 


eb 10 per cent gas occupation tax 
ordinance was defeated 6 to 1 at the 


Lincoln city council’s meeting on Oc- 
tober 27th. Rees Wilkinson, who intro- 
duced the bill, was the lone supporter. 

Attorney Lloyd J. Marti, representing 
the gas company, referred to the ordi- 
nance as arbitrary, unreasonable, and 
confiscatory. Two years ago, he said, a 
special council committee went over the 
company’s books and recommended a one 
per cent occupation tax which the past 
year amounted to approximately $23,- 
000. His company, he said, does not care 
to be singled out, but if the council feels 
that the sellers of fuel are not paying a 
fair share, the company will be happy 
to have a committee gather all the facts. 

The Wilkinson proposal would in- 
crease cost of the commodity to the small 
home owner, Marti said. 


New York 


Asks New Gas Rate Rise 


Be Brooklyn Union Gas Company 
announced last month that it had 
petitioned the state public service com- 
mission for a temporary rate increase of 
$2,000,000 a year, which would be sup- 
plemental to an increase of $1,800,000, 
granted last July for one year until 
permanent rate schedules can be effected. 

The new rate increase, company offi- 
cials said, would be accomplished by rais- 
ing each step of the rate schedule by 6 
cents a thousand cubic feet of gas. 

The reason advanced for the latest ap- 
plication was that the costs of produc- 
tion materials when the original petition 
was filed were based on unit costs in ef- 
fect on February 13th. Since then the 
cost of coal has increased 15 per cent, 
heavy oil has risen 21 per cent, and the 
cost of refinery gas has gone up almost 
10 per cent. 

Coincidental with its announcement of 
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an application for a rate increase, Brook- 
lyn Union reported that for the nine 
months to September 30th operations re- 
sulted in a net loss of $393,051, contrast- 
ed with a net profit of $1,405,718 in the 
comparable period of 1946. 


Power Rationing Threatened 


, e~ state public service commission 
recently said that the shortage of 
electricity caused by the prolonged 
drought upstate had reached a point 
where drastic measures might be 
necessary. The commission announced 
that it was considering restrictions on the 
use of electricity if the necessary reduc- 
tion could not be attained by voluntary 
methods. 

“Parts of the state are already experi- 
encing a shortage of electric power,” the 
commission said, “and the situation may 
become acute unless the available energy 
now being produced is conserved.” 
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Ohio 


Akron Fights Gas Curb 


ROTESTING.an order of the state pub- 
lic utilities commission forbidding the 
installation of new gas-heating equip- 
ment, the city of Akron on October 30th 
asked the state supreme court to set aside 
the order. 
Charles R. Iden, acting as special 
counsel for the city, and representing a 


group of heating contractors in the city, 
filed the action. 

The city contended that the commis- 
sion had no authority to order curtail- 
ment because in so doing it interfered 
with the city’s contract with the East 
Ohio Gas Company. 

Akron became the first city to take 
legal steps to oppose the order, which is 
statewide in application. 


Tennessee 


Moves to Revoke Permit 


‘ca state railroad and public utili- 
ties commission recently ordered 
the Kentucky - Tennessee Natural Gas 
Corporation, New York, to show cause 
why its certificate of public convenience 
should not be revoked. 

The certificate was granted the com- 
pany in May, 1942, to allow it to con- 


struct and operate a natural gas pipe line 
from the Kentucky-Tennessee state line 
near Middlesboro, Kentucky, to Knox- 
ville and Alcoa, Tennessee, and from the 
line to Kingsport, Tennessee, provided 
the company fulfilled requirements of 
the Federal Power Commission. 

Commissioner John C. Hammer said 
the corporation had not met its require- 
ments. 


Washington 


PUD’s May Obtain Utility 


(;" C. Myers, the PUD’s fiscal 
agent, last month announced plans 
for early action on the part of public 
utility districts to take over properties 
of the Puget Sound Power & Light Com- 
pany, outside of the “Seattle competitive 
area.” Individual contracts, he said, were 
being transmitted to commissioners of 13 
PUD’s, designating John Nuveen & Co. 
of Chicago to handle the bonds to be is- 
sued separately by the districts. 

The general conditions, Myers said, 
are the same as those invalidated by a 
5-to-4 decision of the state supreme 
court. Under the previous plan, the 
Skagit County PUD was to have issued 
$135,000,000 in bonds to take over the 
system as a whole. 

When all districts have signed their 
bond contracts, Myers plans to propose 
to Frank McLaughlin, president of 
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Puget Power, immediate steps for the 
transfer of the Puget properties, other 
than those in Seattle and vicinity, which 
Puget presumably will sell to Seattle. 


PUD’s Hit Plan 


i opposing the proposed 
merger of the Washington Water 


Power Company, Spokane, and the Pa- 
cific Power & Light Company, Portland, 
Oregon, has been adopted by the board 
of directors of the Washington Public 
Utility Commissioners’ Association, it 
was announced recently. 

The association, composed of public 
utility district commissioners, held that 
the proposed merger “is not in the pub- 
lic interest” and that it would create “an 
antipublic power holding company.” 

A. J. Zimmerman, director of the state 
department of public utilities, was sched- 
uled to conduct a public hearing, 
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The Latest Utility Rulings 


Telegraph Rate Concessions to Government 
Are Removed by Commission 


HE Federal Communications Com- 

mission has concluded that there 
is no justification for a different rate 
for the United States government do- 
mestic telegraph messages than for com- 
mercial messages in corresponding serv- 
ice classifications, The differential is to 
be eliminated by raising government 
message rates to the level of commercial 
rates. (See, also, page 713.) 

The commission, in Re Western Union 
Teleg. Co. (1946) 64 PUR NS 216, had 
refused to eliminate a rate differential 
in favor of the government in view of 
the provisions of the Post Roads Act 
of 1866 and congressional intent as in- 
dicated by its dealing with modification 
proposals. Congress this year repealed 
the Post Roads Act and gave the com- 
mission the same authority with respect 
to fixing rates on government telegrams 
that it has with respect to commercial 
messages. 

The company denied that the proceed- 
ing to remove the differential involved a 
rate increase and claimed that it was 
simply a matter of eliminating unlawful 
discrimination. It contended that govern- 
ment telegraph usage does not differ 
significantly from that of large commer- 
cial users’ groups and is, therefore, not 
entitled to special rates. 

The government asserted that the 
company had failed to show that higher 
rates were just and reasonable. It argued 
that classification of government traffic 
as a separate category does not violate 
any prohibition against discrimination. 
It contended that the government traffic 
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pattern departs significantly from that 
of the general public which warrants 
special treatment, not because it is the 
government, but to the same degree that 
any other customer with similar char- 
acteristics would be entitled to such 
treatment. 

The commission thought that little 
weight should be given to the factor of 
burden of proof under the particular 
circumstances of the case, In the past, 
rates on government messages had not 
been fixed with regard to usual rate- 
fixing standards. Repeal of the Post 
Roads Act removed the grounds upon 
which the present rates were fixed. 

As a source of message volume the 
government appeared to be comparable 
with such industries as amusement, meat 
packing, fuels, and rubber. The govern- 
ment could not be regarded as one cus- 
tomer or user, The commission said: 


In June, 1947, 889 Western Union main 
offices located throughout the United States 
in every state and the District of Columbia 
rendered 6,847 bills to United States govern- 
ment agencies. ... The United States govern- 
ment is made up of many different kinds 
of telegraph users, with varying demands 
and needs for telegraph service. By way 
of illustration, the Weather Bureau’s use 
of telegraph service can hardly be compared 
with that of the House of Representatives. 


The commission recognized the ma- 
teriality of cost factors in dealing with 
classification, In view, however, of the 
relatively small proportion of govern- 
ment traffic, and the fact that there did 
not appear to exist any characteristics 
which sufficiently indicated that it costs 
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less to handle such traffic, the commis- 
sion did not think that action on the 
government rate differential should be 
deferred for the extended period of time 
that would be required to complete a 
proper cost study. 

It thought that the differential should 
be removed by raising the government 
rates to the level of commercial rates. 

The commission concurred in a pro- 
posal to eliminate priority accorded gov- 
ernment telegraph communications, ex- 
cept where priority as to a particular 
message is specifically requested by the 
sender. 

Western Union was required to as- 
sume the same liability in connection 


i 


Advisory Resolution of Commission on 
Security Issue May Be Reviewed 


| ¢ New York state a public utility cor- 
poration must obtain authorization 
and consent of the commission in order 
to issue stocks, bonds, and other evi- 
dences of indebtedness payable at 
periods of more than twelve months 
after date, If the corporation is a sub- 
sidiary of a registered holding company, 
it must also obtain authorization from 
the Securities and Exchange Commis- 
sion. The Federal commission before act- 
ing must have reasonable assurance that 
the issue will have the approval of the 
state commission, 

The state commission has devised a 
practice known as “advisory resolutions” 
for preliminary approval of a financial 
plan, which resolutions are regarded as 
morally binding on the commission. This 
is a device dictated by necessity, since 
under the competitive bidding require- 
ments of the Federal commission the 
former practice of making a private ar- 
rangement for the sale of securities to 
underwriters or a syndicate is impossible. 
The final plan and final approval must 
await competitive bidding, 

An “advisory resolution” authorizing 
a corporation to proceed to the competi- 
tive bidding on the basis of a proposed 
plan, subject to conditions imposed by 


NOV. 20, 1947 


with the handling of government mes- 
sages as is assumed with respect to other 
messages. 

Commissioners Walker and Durr dis- 
sented, and Commissioner Apperson of 
the Virginia commission, who sat with 
the Federal commissioners at the hear- 
ing, said that he was in accord with the 
conclusions expressed in the dissenting 
opinion. The dissenting commissioners 
took the position that the company had 
the burden of proof to justify an in- 
crease in rates on government messages 
and that it had failed to present evidence 
to sustain that burden. Re Western 
Union Telegraph Co. (Docket No. 
8477). 


the commission, is, according to a de- 
cision of Justice Bookstein of the New 
York Supreme Court, a final determina- 
tion which may be judicially reviewed. 
This ruling was made in a proceeding 
by the Rochester Gas & Electric Cor- 
poration to overturn such a determina- 
tion because the commission had imposed 
conditions unacceptable to the company. 

Justice Bookstein reasoned that the 
company was entitled to a determination 
granting or denying authorization and 
approval. The commission had deter- 
mined that it would approve only under 
the conditions imposed. The resolution, 
it was ruled, had every element of a final 
determination. The company had re- 
ceived a final determination denying the 
relief sought by it, whatever name may 
be given to such determination, be it 
“resolution, advisory resolution, or what 
not.” 

To hold otherwise would be sacri- 
ficing substance for form. 

General Public Utilities Corporation, 
holder of all the common stock of 
Rochester Gas & Electric Corporation, 
was permitted to intervene in these pro- 
ceedings. The court took the position that 
while it may be true that normally the 
stockholder of a corporation should not 
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holders and it had a special interest in 


be allowed to intervene, on the theory 
the litigation. Rochester Gas & Electric 












that corporate management would do all 
things necessary to protect stockholders’ 
interests, the parent company was itself 
accountable to a large number of stock- 


Corp.v. Maltbie et al. (See Re Rochester 
Gas & E. Corp. (NY 1947) 68 PUR NS 


406.) 
e 


Continuance of Telephone Service by Stockholders’ 
Organization Authorized 


HE Wisconsin commission approved 

the dissolution of a telephone com- 
pany but imposed the condition that the 
stockholders form a new legal entity re- 
sponsible for the continuation of service. 
The commission rejected a suggestion 
that the existing stockholders take over 
the business as a group of common own- 
ers, on the ground that such relationship 
would be inconsistent with the public in- 


terest. The commission stated this view: 


In other words, we do not think it proper 
for the ownership of the property of Nelson 
Telephone Company to be vested in a num- 
ber of common owners who are not partners 
and whose individual responsibility for the 
continuance of service is nebulous, to say the 
least. Under such circumstances, the maxim 
that everybody’s business is nobody’s busi- 
ness would apply. 


Re Nelson Teleph. Co. (2-U-2411). 


e 


Contract Permitting Service End on Notice to 


DISPUTE between a customer and a 

municipality over a threatened dis- 
continuance of water service was re- 
solved by the Wisconsin commission in 
favor of the customer. The customer, 
who resided on the outskirts of the city, 
had received service from the city for 
many years under a contract which per- 
mitted the city to discontinue merely 
upon giving notice of its intention to do 
so. 

After receiving such a notice the sub- 
scriber appealed to the commission. The 
commission, pointing out that no court 
or commission precedent could be found 
on the matter, ruled: 

. . . we think that any limitation of the 
obligation of service of the utility as speci- 
fied in a contract providing for that service, 


which (as in this case) purports to under- 
take service for an indefinite time and which 


Customer Invalidated 





HE need for relatively low tele- 
phone rates to attract year-around 
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after a dozen years or more may be termi- 
nated at the whim or caprice of the utility, 
constitutes an invalid limitation upon the ob- 
ligation of service of such utility. 


An objection to the ruling based on 
the fact that the subscriber resided out- 
side the city limits and that the city’s sup- 
ply of surplus water was very low was 
overruled with this statement: 


Doubtless, any municipally owned water 
utility is under no obligation in the first in- 
stance to furnish service beyond the 
boundaries of the owner municipality un- 
less it sees fit to do so. But having power 
to do so (as the city of Milwaukee has) 
and having done so, then, in our view, there 
is no distinction—so far as obligation of 
service is concerned—between customers 
inside the municipality and outside the 
municipality. 


Re City of Milwaukee (2-U-2329). 


2 


Year-around Rates in Resort Area 


subscribers in a resort area was recog- 
nized by the Wisconsin commission in 
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a proceeding where a temporary increase 
in rates was authorized. The company 
serves a very different area from that 
of the average small telephone company. 
Each community is small and the num- 
ber of telephones connected is below the 
most economical point with respect to 
operators’ wages per station. The com- 
mission said : 


The rural area consists mostly of cut-over 
forests with scattered settlers on low-income 
farms. 

There are numerous streams and lakes, 
and many seasonal cottages have been 
built on their shores. In addition, there are 
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Inadequate Service Basis for Certificate Award 


MOTOR carrier was awarded a cer- 
tificate by the Colorado commis- 
sion where available service in the area 
was inadequate. The commission pointed 
out that, even if existing service were 
adequate, a new service could be author- 
ized if it would not impair the efficient 
public service already available. 

The burden of proof in such proceed- 
ings, the commission ruled, is on the new 
carrier to prove the inadequacy of exist- 
ing service, but it is on present carriers 
to show that their service would be im- 
paired by establishment of an additional 
service. The commission based this rul- 
ing on the availability of knowledge of 
impairment and commented: 
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six or more large private clubs or resorts 
located 6 to 16 miles from the nearest ex- 
change. Seasonal subscribers originate con- 
siderable toll business, which varies widely 
from year to year. Present rates are high 
due to the nature of the territory served. 


Rural residential and 4-party residen- 
tial rates, the commission continued, 
should be just as low as possible to at- 
tract year-around subscribers, whose 
ability to pay is in sharp contrast with 
that of business and seasonal subscribers 
and the paying ability of private clubs 
and lodges. Re Amberg Teleph. & Teleg. 
Co. (2-U-2395). 


. .. unless it is within the power of the 
applicant to prove the facts establishing the 
negative allegations relied upon (nonim- 
pairment of efficient public service), it 
would appear, as a practical proposition, 
that protestant, where it has peculiar 
knowledge upon the question of the extent 
of the impairment—such knowledge not 
being shared by applicant—should be re- 
quired to assume the burden of evidence 
upon that point. 


The commission in granting the certifi- 
cate pointed out that, where the inade- 
quacy of existing service is established, 
no issue of impairment need be con- 
sidered. Re Motor Express Rentals Corp. 
(Application No. 8502-PP, Decision No. 
28916). 


Price Not an Obstacle to Air Carrier Sale 


HE Civil Aeronautics Board, in ap- 

proving the application of an air 
carrier for authority to acquire the 
property and business of another carrier, 
decided that the price agreed on between 
the carriers was not of such an amount 
and character as to affect adversely the 
interests of the buyer, the seller, or the 
public, 

The board conceded that as between 
the buyer and seller of the properties the 
purchase price might include intangibles 
representing an appraisement of future 


earning power, but added that it would 
not permit such intangibles to enter the 
investment of the purchasing carrier for 
rate-making purposes or otherwise to 
burden that carrier’s rates with charges 
for the recoupment of the cost of these 
intangibles. 

Chairman Landis, in a dissenting 
opinion, described the issue presented by 
the case as “more significant than any 
issue that has been presented to the board 
during my service with it.” The chairman 
expressed the view that the approval of 
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the transfer made impossible the much- 
needed reordering of the air transporta- 
tion map of the United States, which he 
felt could only be accomplished by volun- 
tary consolidations, mergers, and route 


e 


Grade Crossing for Street Extension Approved 


HE petition of a municipality for 

an order authorizing the establish- 
ment of a grade crossing for a street ex- 
tension was approved by the Missouri 
commission. The commission found that 
the proposed street was a matter of great 
public convenience and necessity and that 
a grade separation would be too great 
an expense and would be unreasonable 
and impractical. 

Objections by the railroad on the 
ground that the grade crossing would be 
unsafe and dangerous even with auto- 
matic flashing light protection were over- 
ruled by the commission after consider- 
ing the probable highway traffic on the 


e 


transfers, and also that the decision 
would be productive of serious and 
eventually disastrous inflation in values 
underlying air transportation. Re West- 
ern-United Airlines (Docket No. 2839). 


road, its controlled speed, the extent and 
character of railroad movements, and 
the sight distances at the crossing. 

An alternate street plan proposed by 
a private company whose spur track 
would be crossed by the street was re- 
jected by the commission as involving 
a substantial or major rerouting or re- 
location of the street, which was not 
within its authority. 

The commission divided the cost of 
the crossing equally between the city and 
the railroad, with the railroad assuming 
the entire cost of maintenance. St. Louss 
v. Missouri Pacific R. Co. et al. (Case 
No. 11057). 


Other Important Rulings 


te California commission author- 
ized an interim increase in telephone 
toll rates in view of the financial emer- 
gency confronting a company because of 
increased expenses, the commission stat- 
ing that prompt action should be taken to 
maintain the earnings at some semblance 
of reasonableness during the time neces- 
sary properly to develop a complete rec- 
ord and fix permanent rates. Re Pacific 
Teleph. & Teleg. Co. ( = No. 
28211, Decision No. 40655). 


The Indiana commission entered an 
amended order authorizing service to a 
housing project, omitting the discussion 
of the scope of the REMC Act and pre- 
émption of territory. Re Public Service 
Co. of Indiana, Inc. (No. 19520). 


Upon an application for approval of 
the disposition of amounts in Account 
100.5 — Electric Plant Acquisition Ad- 
justments, by monthly amortization 
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charges to Account 505—Amortization 
of Electric Plant Acquisition Adjust- 
ments, the Federal Power Commission 
ruled that the monthly amortization 
should be accomplished through charges 
to Account 537—Miscellaneous Amorti- 
zation, instead of to Account 505. Re 
Georgia Power Co. 


A transportation company was au- 
thorized by the Missouri commission to 
substitute trolley bus lines for existing 
streetcar lines over intracity routes, after 
a finding had been made that the pro- 
posed substitution would be consistent 
with the public interest. Re Kansas City 
Pub. Service Co. (Case No. 11137). 


An action by railroad stockholders to 
set aside an Interstate Commerce Com- 
mission order approving the merger of 
two railroads was dismissed by the 
United States District Court for the 
Eastern District of Virginia on the 
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ground that the commission order was 
based on substantial evidence, was just 
and reasonable, was within its powers, 
and, consequently, was binding on the 
court. Schwabacher et al. v. United States 
et al. 72 F Supp 560. 


The Ohio commission has power, upon 
hearing, to require the operation of a 
caboose as a component part of a freight 
train if such equipment and operation are 
essential to the protection, welfare, and 
safety of railroad employees and the 
traveling public, according to a ruling of 
the state supreme court. Akron & B. Belt 
R. Co. v. Public Utilities Commission, 
74 NE2d 256. 


A railroad may enter into working ar- 
cangements and agreements with a motor 
transportation company or a common 
motor carrier, and under such an ar- 
rangement or agreement the railroad does 
not become a motor transportation com- 
pany, nor does the contracting motor 
transportation company thereby lose its 
character as a common motor carrier, 
according to the Ohio Supreme Court. 
Norwalk Truck Line Co. v, Public Utili- 
ties Commission, 74 NE2d 328. 


The Federal Circuit Court of Appeals 
held that the “bundle of rights” of prior 
preference stockholders of a public utility 
holding company going through reor- 
ganization includes accrued dividends 
from the date when the petition was filed 
to the date as of which assets of the 
corporation were valued and claims 
against it calculated, in view of the com- 
pany’s charter requiring claims of prior 
preference stockholders as to dividends 
to be completely satisfied to date of pay- 
ment, before any attempt could be made 
to provide dividends for junior stock- 
holders. Re Portland Electric Power Co. 
162 F2d 618. 


The Federal Power Commission held 
that a proposed field booster compressor 
station to be located adjacent to gas wells 


owned by a natural gas company, to be 
used in the gathering of natural gas, did 
not constitute facilities for which a certifi- 
cate of public convenience and necessit 
is required under the provisions of § ; 
of the Natural Gas Act, where the only 
physical connection between the com- 
pany’s main transmission pipe line and 
the gathering lines extending to its wells 
was at one point and all gas produced and 
gathered from the wells was delivered 
into the main transmission pipe line at 
that point. Re Consolidated Gas Utilities 
Corp. (Docket No. G-883). 


The petition of a city to require a rail- 
road to extend its spur track over the 
right of way of another railroad and con- 
nect with city harbor tracks was granted 
by the Wisconsin commission. The com- 
mission overruled all objections to juris- 
diction and pointed out that both by 
statute and by precedent a crossing of 
two steam railroads is a matter within the 
jurisdiction of the state commission. Re 
City of Milwaukee (2-R-1728). 


In considering the proper compensa- 
tion to be allowed an air carrier for the 
transportation of mail, the Civil Aero- 
nautics Board ruled that, although a car- 
rier was entitled to a 10 per cent return 
on future business, a 7 per cent return 
was sufficient for past operations. The 
board explained the 3 per cent reduction 
as a reasonable adjustment to reflect the 
elimination of the risks of predicting 
future revenues and expenses. Re Pan 
American Airways, Inc. (Docket No. 


1706). 


The supreme court of Illinois reversed 
an order of the state commission denying 
a railroad’s application for permission 
to close an agency station when the rec- 
ord indicated that the station was being 
operated at a substantial loss and that 
two other agencies located within a radius 
of 5 miles could render satisfactory serv- 
ice. Illinois Central R. Co. et al. v. Illinois 
Commerce Commission, 74 NE2d 545. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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MARYLAND PUBLIC SERVICE COMMISSION 


Re Chesapeake and Potomac Telephone 
Company of Baltimore City 


Case No. 4822, Order No. 43885 
August 13, 1947 


PPLICATION of telephone company for authority to increase 
l \ rates; new rates authorized. 


Return, § 9 — Basis — Fair value. 
1. Rates must be predicated on the fair value of property used and useful 
in rendering utility service to the public, p. 105. 

Valuation, § 21 — Rate making — Method of determining value. 
2. There is no special rule for valuation of property for rate-making pur- 
poses, but all the usual elements relevant to the determination of property 
value generally must be received and considered, p. 105. 

Valuation, § 39 — Reproduction cost — Probative value. 
3. The probative value of evidence relating to reproduction cost may have 
slight, if any, effect in a particular case, as it is at best only one of many 
elements to be considered in determining value, p. 106. 


Valuation, § 85 — Accrued depreciation. 
4. In order to ascertain the net current cost of utility property for rate 
making, each item of property included in the current cost rate base should 
be separately depreciated according to its service life or usefulness, p. 110. 


Valuation, § 85 — Proper proof of depreciation — Rate making. 
5. It is unwise to give great weight to evidence adduced with respect to cur- 
rent costs in determining the value of utility property for rate making unless 
adequate evidence is given as to the exact amount of depreciation which 
should be deducted from current costs, p. 110. 


Valuation, § 287 — Allowance for working capital. 
6. The amount, if any, of cash working capital to be allowed a utility is a 
question of fact to be determined in each particular case, p. 112. 


Valuation, § 223 — Plant under construction — Property for future use. 


7. The cost of plant under construction and property held for future use 
are allowable items in arriving at the rate base, since the rate fixed must 
be reasonable and just as to the present and also for a reasonable time in the 
future, p. 112. 


Return, § 111 — Telephone company — Reasonableness. 
8. A return of 54 per cent on the rate base of a telephone company was 
deemed fair and reasonable, p. 113. 
Valuation, § 10 — Commission authority — Purpose — Rate determination. 
9. The purpose of the statutory authority to the Commission to ascertain 
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the value of a utility’s property is to enable it to fix the rates which the 
company is permitted to charge the public for the service rendered, p. 114. 


Rates, § 120 — Requirement of reasonableness — Utility and public. 
10. Rates must be just and reasonable not only to the public but to the com- 
pany, p. 114. 

Expenses, § 49 — Pension expense — Effect of Commission accounting order — 

Rate making. 

11. The fact that the Commission, in dealing with an accounting case, or- 
ders that a pension accrual item be charged against income does not de- 
termine the proper treatment of the item for rate-making purposes, p. 116. 


Return, § 24 — Proper rates — Relevant considerations. 
12. Return should be sufficient to assure confidence in the financial sound- 
ness of the utility and should be adequate, under efficient and economical 
management, to maintain and support its credit and enable it to raise the 
money necessary for the proper discharge of its public duties, p. 117. 


Return, § 27 — Reasonableness — Security earnings-price ratio. 
13. The earnings-price ratio of security issues of a utility company is of no 
real help in a determination of its financial needs; it is largely theoretical, 
artificial, and of little practical use, p. 117. 


Revenues, § 2 — Future income — Estimates. 
14. Relevant considerations, in estimating the future net income of a tele- 
phone company for rate-making purposes, include the large background of 
unfilled orders which when filled would produce additional revenue, conver- 
sion from manual to dial operation, and also automatic wage increases pro- 
vided for under union contracts which will adversely affect the level of 
company earnings, p. 121. 


Valuation, § 75 — Definition of reproduction cost. 
Definition of reproduction cost as an estimate of the cost of producing a 
utility plant at the same location and constructed of the same material at 
the current prices of labor and material, p. 109. 


Valuation, § 40 — Reproduction cost less depreciation. 
Statement that a determination of the current cost of utility property in- 
volves both the cost of reproducing the property and the establishment of 
adequate depreciation so as, theoretically, to reduce it to the present condi- 
tion of usefulness of existing property, p. 110. 


Valuation, § 27 — Rate base — Current cost and book cost combination. 
Statement that a determination of a rate base by compromising between the 
maximum value reached by the use of the current cost and original cost 
theories, while satisfactory in the settlement of a private controversy, is 
improper for Commission use, p. 113. 


Return, § 35 — Characteristic of proper rate — Economic conditions. 


Statement that a rate of return is not to be a fixed percentage that con- 
tinues indefinitely, but must be related to all factors affecting the particular 
utility, including present, and to an extent, prospective economic conditions, 
p. 114. 


Expenses, § 49 — Pension fund — Anticipated salary increases. 
Statement that a regulatory body probably would not permit a utility to 
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speculate as to the amounts of salary increases which would be given in 
the future and claim as an allowable pension fund expense any amount based 


on such speculation, p. 116. 


Return, § 28 — Relationship of securities to book value. 
Statement that it would be impossible for a regulatory body to regulate the 
earnings of a public utility so that its stock would at all time sell in the 
market at approximately its book value, since this would require that rates 
be lowered when business conditions were good, and be raised when busi- 


ness conditions were bad, p. 119. 


APPEARANCES: Hall Hammond, 
Attorney General, and Richard W. 
Emory, Deputy Attorney General, for 
the state of Maryland; Philip H. Dor- 
sey, Jr., People’s Counsel; Bryan E. 
Harding, of Counsel, and Charles M. 
Dineen, Associate Counsel, for the 
United States of America; Alexander 
K. Hancock, representing County 
Commissioners of Montgomery Coun- 
ty; Daniel T. Doherty, representing 
Olney-Norbeck Citizens Association 


of Montgomery County, and himself 
as an individual; Roscoe F. Walter, 
Rockville, in his own behalf as a 
telephone user; Clarence W. Miles, 
R. A. Van Orsdel, William G. Gassa- 
way, and William B. Rafferty, of 


Counsel for The Chesapeake and 
Potomac Telephone Company of Balti- 
more City. 


By the Commission: This pro- 
ceeding originated with an application 
filed on December 20, 1946, by The 
Chesapeake and Potomac Telephone 
Company of Baltimore City, herein- 
after referred to as Company, request- 
ing that the Commission authorize 
the establishment of higher rates, both 
temporary and permanent, for tele- 
phone service furnished by it through- 
out the state of Maryland. 

The Company’s petition set forth 
that, despite the fact that since Feb- 
ruary 1, 1936, at which time the rates 


of the Company previously in effect 
were substantially reduced by the 
Commission, the number of telephones 
in Maryland had more than doubled, 
annual gross operating revenues had 
increased approximately $19,000,000 
and the Company’s investment in plant 
and property had increased approxi- 
mately $40,000,000, the annual net 
operating income of the Company had 
been reduced by a sum in excess 
of $1,000,000, due to the substantial 
increases in the Company’s operating 
expenses during the past several years, 
and that the then current net operating 
income of the Company in relation to 
its net investment had reached a level 
constituting the lowest in its history. 
The petition alleged that the Com- 
pany was not only earning less than 
a reasonable return upon the value 
of its property used and useful in 
rendering intrastate service to the pub- 
lic, but that it was earning less than 
its minimum requirements to render 
adequate service. It was stated that, 
in view of these circumstances and the 
further fact that the Company would 
be required to expend approximately 
$46,000,000 for additions to plant and 
property during the ensuing two years 
in order to render adequate and ef- 
ficient telephone service, an emergency 
existed which necessitated the Com- 
pany seeking immediate relief through 
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the approval by the Commission of 
temporary rates, pending a full in- 
vestigation by the Commission of the 
revenues, expenses, and earnings of 
the Company, which would necessarily 
require more than ninety days of 
elapsed time from the date of the filing 
of the application for the completion 
of the required investigation and hear- 
ings. 

The application prayed that the 
Commission : 

(1) authorize and empower the 
Company to make effective on or be- 
fore February 1, 1947, a schedule of 
temporary tariffs or rates for the ren- 
dition of telephone service within the 
state of Maryland as set forth or de- 
scribed in Company Exhibit “A” 
filed therewith, such schedule of tem- 
porary tariffs or rates to remain in 
effect until the further order of the 
Commission but in no event for a pe- 
riod longer than twelve months from 
the effective date of the said schedule; 

(2) enter into a full investigation 
of any and all such matters as may be 
relevant to a determination by the 
Commission, in accordance with the 
laws of the state of Maryland, of the 
permanent rates to be charged by the 
Company for the rendition of tele- 
phone service within the state of Mary- 
land. 

The immediate relief which the 
Company’s application asked pending 
the completion of the full investigation 
required in order to enable the Com- 
mission to establish permanent rates 
was sought under the following pro- 
vision of § 372 of Art 23 of the Anno- 
tated Code of Maryland: 

“Whenever the Public Service 
Commission, upon petition of any pub- 
lic service corporation, is of the opin- 
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ion and so finds, after an examination 
of the reports, annual or otherwise, 
filed with the Commission by such 
public service corporation, together 
with any other facts or information 
which the Commission may acquire or 
receive from an investigation of the 
books, records, or papers, or from an 
inspection of the property of such 
public service corporation, or upon 
evidence introduced by such public 
service corporation, that the operating 
income of such public service corpora- 
tion, after reasonable deductions for 
depreciation and other proper and nec- 
essary reserves, is less than the amount 
required for a reasonable return upon 
the value of said public service corpo- 
ration’s property used and useful in 
rendering service to the public, and is 
of the opinion and so finds that a hear- 
ing to determine all of the issues in- 
volved in the final determination of 
the rates or service will require more 
than ninety days of elapsed time, the 
Commission shall have power, in case 
of such emergency, and it is hereby 
given authority, to enter a temporary 
order fixing a temporary schedule of 
rates, which order shall be forthwith 
binding upon said public service cor- 
poration and its customers; provided, 
however, that when the Commission 
orders an increase in the rates or 
charges of any public service corpora- 
tion by means of such temporary or- 
der, it shall require such public service 
corporation to enter into bond in such 
amount and with such security as the 
Commission shall approve, payable to 
the state of Maryland and conditioned 
to insure prompt refund by such pub- 
lic service corporation to those en- 
titled thereto, of all amounts which 
such public service corporation shall 
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collect or receive in excess of such 
rates and charges as may be finally 
fixed and determined by the Commis- 
sion, and provided, further, however, 
that no such temporary order shall 
remain in force or effect for a longer 
period than nine months from its ef- 
fective date, and a further period not 
to exceed three months in addition if 
so ordered by the Commission.” 

The hearing on the request for an 
emergency increase in rates was 
opened on January 21, 1947, and oc- 
cupied three days. 

The Commission found that: 

(a) the operating income of the 
Company, after reasonable deductions 
for depreciation and other proper and 
necessary reserves, was less than the 
amount required for a reasonable re- 
turn upon the value of its property. 

(b) a hearing to determine all the 
issues involved in the final determina- 
tion of the rates would require more 
than ninety days of elapsed time from 
the date of the filing of the applica- 


tion. 


(c) pending the completion of an 
investigation and hearing to determine 
all the issues involved in the final de- 
termination of the rates, the temporary 
schedules of tariffs or rates filed with 
the petition would be just and reason- 
able tariffs or rates to be charged by 
the Company for telephone service fur- 
nished by it within the state of Mary- 
land. 

Accordingly, the Commission, by 
its Order No. 43288 entered on Feb- 
ruary 4, 1947, authorized the Com- 
pany to put into effect the proposed 
schedules of temporary rates, to be 
effective with respect to exchange rates 
on successive billing dates beginning 
with February 11, 1947, and with re- 
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spect to message toll service on March 
6, 1947. The schedules which the 
Commission authorized to be made ef- 
fective were designed to effect an in- 
crease in the gross revenues of the 
Company of $3,500,000 per annum. 

The aforesaid order specified that 
the temporary rates should remain 
in effect until the establishment of 
permanent rates by the Commission 
but in no event for a longer period 
than nine months, unless such period 
should thereafter be extended for a fur- 
ther period not to exceed three months. 

The collection of the temporary 
rates was conditioned upon the Com- 
pany entering into bond in the princi- 
pal amount of $2,700,000, to insure 
prompt refund to those entitled thereto 
of all amounts which the Company 
should collect in excess of such rates 
as might be finally fixed by the Com- 
mission, which bond was thereafter 
entered into and filed with the Com- 
mission. 


By its aforesaid order of February 
4th, the Commission set the proceed- 
ing for further hearing on March 18th, 
for the purpose of determination of 
the permanent rates to be charged but 
the date was subsequently postponed 
to April 8, 1947. Hearings were be- 
gun on that date and were concluded 
on June 13th, occupying eighteen days. 
Briefs were submitted on June 27th 
and oral argument had on June 30th. 
The stenographic minutes of the hear- 
ings consist of 2,182 pages and 84 
exhibits were filed. 

The state of Maryland, by Attorney 
General Hall Hammond and Deputy 
Attorney General Richard W. Emory, 
pointed out, in a petition to the Com- 
mission, that as a subscriber and rate- 
payer for telephone service it was a 
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party in interest and prayed that it 
be allowed to intervene and be made a 
party to the proceedings. The right 
to intervene was granted and, while 
the attorney general’s office took no 
further direct part in the proceedings, 
upon the completion of the hearing it, 
jointly with people’s counsel, filed 
requested findings and conclusions, to 
which reference is hereinafter made. 
The United States of America, 
through its Treasury Department, 


sought and obtained permission to in- 
tervene and its counsel actively partic- 
ipated in the proceeding. 


Appearance was entered by counsel 
for the county commissioners of Mont- 
gomery county and the Olney-Norbeck 
Citizens Association of Montgomery 
county was also represented. In ad- 
dition, several individuals appeared in 
their own behalf, as telephone users. 
One of these, Mr. Roscoe F. Walter, 
of Rockville, contended that the Com- 
mission was without jurisdiction to 
grant the relief sought by the Com- 
pany, for the reason that its instru- 
ments and other facilities are being 
used in interstate service and that they, 
therefore, and all rates for service, are 
subject only to the jurisdiction of the 
Federal Communications Commission. 
When the Commission assumed ju- 
risdiction, and authorized the estab- 
lishment of temporary increased rates, 
Mr. Walter instituted a proceeding in 
the district court of the United States 
for the district of Maryland against 
the Commission, the Company and 
others, seeking to have the action of 
the Commission set aside and its order 
vacated. The case was heard on a 
motion to dismiss by a 3-judge stat- 
utory court which, in an opinion by 
Circuit Judge Morris A. Soper, sus- 
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tained the jurisdiction of the Com- 
mission and dismissed the complaint. 

Subsequent to the presentation of 
the Company’s case in brief, there 
were several occurrences which some- 
what changed the situation and neces- 
sitated the filing of revised exhibits, to 
reflect the changes resulting from these 
happenings. In brief, these develop- 
ments were: 

(1) A prolonged interruption of 
telephone service, due to labor difficul- 
ties. 

(2) Substantially higher wage rates 
resulting from negotiations between 
the Company and representatives of 
its employees. 

(3) Revision of the method of de- 
termining the separation of revenues, 
expenses, and plant investment be- 
tween intrastate and interstate service, 
resulting in a reduction in the portion 
of cost of plant and certain expense 
items allocated to intrastate service. 

The net effect of these several items, 
the Company’ contends, is to increase 
its need for additional relief in the 
matter of rates, over and above the 
$3,500,000 granted by the Commis- 
sion’s order of February 4th, from 
$1,800,000 to about $2,800,000. That 
is to say, the Company now seeks to 
have the Commission make permanent 
the temporary increases in rates here- 
tofore granted by it and estimated to 
yield $3,500,000 per annum, and to 
authorize increases in the schedules 
to produce an additional amount of 
$2,800,000 per annum. If the relief 
sought is granted in full, it will mean 
that the former rates must be in- 
creased so as to produce, in the aggre- 
gate, $6,300,000 more gross revenue 
per year. As Federal income taxes 
of 38 per cent, Maryland gross re- 
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ceipts tax of 2 per cent and payments 
under the contract with American 
Telephone & Telegraph Company of 
1} per cent of gross revenues, when 
properly computed, aggregate 40.17 
per cent of gross income, the net in- 
come will be increased $3,769,290 
per annum if the Commission allows in 
full the relief which the Company 
seeks. 

Most of the controverted matters 
which it is necessary for the Commis- 
sion to decide are covered in the afore- 
said suggested findings and conclu- 
sions submitted by the attorney gen- 
eral, in which people’s counsel joined. 
These are: 

(1) Determination of the fair value 
of the property of the Company used or 
useful in the public service, which re- 
quires that the Commission pass upon 
the following subsidiary issues: 

(a) Whether property under con- 
struction should be included in the 
rate base. 

(b) Whether property held for fu- 
ture use should be included. 

(c) The amount of allowance for 
cash working capital. 

(2) The rate of return to be al- 
lowed. 

(3) The adjustment of operating 
expenses to eliminate alleged exces- 
sive maintenance expense in 1946 due 
to alleged deferred maintenance during 
the war period. 

In addition to these items, people’s 
counsel also takes exception to the al- 
lowance of what he terms the amorti- 
| zation of deficiencies in the pension 
fund reserve which have occurred sub- 
sequent to January 1, 1937, charged 
to Account 672 and amounting to 


$338,430? for the calendar year 1946, 
and a portion of pension accruals 
amounting to $102,044, charged dur- 
ing the fiscal year beginning April 1, 
1946, to Account 323. 

In figures submitted by people’s 
counsel it was further contended that 
there should be eliminated from op- 
erating expenses $46,000 (for the 
aforesaid period) which he termed ex- 
cessive cost of the license contract. 

The Company’s affairs have been 
the subject of plenary proceedings be- 
fore this Commission on several occa- 
sions for the purpose of fixing rates. 
Two of such cases reached the courts, 
Chesapeake & P. Teleph. Co. v. Whit- 
man, PUR1925D 407, 3 F2d 938; 
Chesapeake & P. Teleph. Co. v. West 
(1934) 3 PUR NS 241, 7 F Supp 
214, and West v. Chesapeake & P. 
Teleph. Co. (1935) 295 US 662, 79 
L ed 1640, 8 PUR NS 433, 55 S Ct 
894. Much of the history of the Com- 
pany, including its relations with the 
American Telephone and Telegraph 
Company, hereinafter referred to as 
American, is’ contained in the opinions 
in those cases. 

The Company has a monopoly (a 
comparatively few rural telephones ex- 
cepted) of telephone service in Mary- 
land. It has no securities outstanding 
except $60,000,000 par value of com- 
mon stock all of which was issued at 
par to and is still owned by American. 
As the Company needs capital for im- 
provements and expansion it is fur- 
nished by American in the form of 
temporary loans and from time to time 
the loans, or a part of them, are liqui- 
dated or paid by the issuance at par 
of common stock to American. The 





1 This figure (which will hereafter be used) 
may vary slightly for the fiscal year begin- 
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ning April 1, 1946; there is no evidence in the 
case of the exact amount for said period. 
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familiar license contract is still in 
force and under it the Company pays 
to American 14 per cent of its gross 
annual revenues. The Company is 
not only a wholly owned subsidiary of 
American but is an integral part of the 
nationwide system controlled by 
American. 

In this proceeding, as in others of 
the same Company, it has been neces- 
sary to apportion or separate the value 
of its property, income, and expenses 
between intrastate and interstate busi- 
ness or operations as this Commission 
only has jurisdiction of its intrastate 
business. In making such separation 
the Company has followed the method 
and procedures recommended by a 
certain committee which grew out of 
a proceeding instituted before the Fed- 
eral Communications Commission. 
Although the latter has not approved 
said recommendations, we understand 
said procedure has been followed in 
recent years in telephone rate cases 
and no objection thereto has been 
made in this case. Perhaps it should 
be explained that some of the exhibits 
contain the expression “Total Com- 
pany” which is intended to indicate 
that it embraces both interstate and 
intrastate. It also should be mentioned 
that the separation procedure does 
not use the same percentage figure for 
all items which have to be separated. 


Rate Base 


The Company claims a rate base of 
$76,000,000 which is the average of 
the rate base claimed by the Company 
based on original cost less depreciation 
reserve plus an allowance for working 
capital ($63,487,491) and a rate base 
measured by current cost less depre- 
ciation plus an allowance for working 


70 PUR NS 


capital ($88,515,632). The Com- 
pany’s figures in support of the above- 
claimed rate base are as follows: 


Original Cost 

Intrastate 

$83,069,547 
24,971,617 


$58,097,930 
1,993,058 
164,756 


Telephone plant, March 31, 1947. 
Depreciation reserve at 29.3% .. 


Property under construction .... 
Property held for future use .... 
Working Capital 
1/12 of expenses, excluding de- 
preciation and taxes 
Material and supplies, Feb. 28, 


1,728,412 
1,503,335 


$63,487,491 


Current Cost 

Telephone plant, 

Dec. 31, 1946 .... $131,139,022 
Book net additions 

to plant, January 

to March, 1947 .. 3,340,178 
$134,479,200 $120,627,842 
Depreciation deduction at 29.3% 35,343,957 


depreciated, March 31, 
$85,283,885 


Plant, 
1947 


Working Capital 
1/12 of expenses, excluding de- 
preciation and taxes 
— and supplies, Feb. 28, 


1,728,412 

1,503,335 
$88,515,632 

People’s counsel and the state of 
Maryland, as a ratepayer, claim the 
rate base should be $59,601,265, 
which consists of original cost less 
depreciation reserve, plus an allow- 
ance for working capital. The dif- 
ference, $3,886,226, between the orig- 
inal cost rate base of the Company and 
that of people’s counsel and the state 
of Maryland is made up of three items, 
viz. (1) $1,993,058, telephone plant 
under construction, (2) $164,756, 
property held for future use and (3) 
$1,728,412 cash working capital. In- 
cluded in all the rate bases above 
mentioned is working capital of $1,- 
503,335 for materials and supplies. 
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The United States has not suggested 
the amount of the rate base but it con- 
tends that the rate base should be the 
original cost less the depreciation re- 
serve, plus material and supplies in 
the sum of $1,046,969. All the par- 
ties concede that the proper allowance 
for materials and supplies is $1,503,- 
335. However, the United States 
contends that as telephone bills are 
rendered and to a large extent paid in 
advance of rendition of most of the 
service, there is a negative or red cash 
working capital requirement of $456,- 
366 which is available for maintaining 
materials and supplies inventory and, 
therefore, in determining working 
capital, the allowance for materials and 
supplies should be reduced by that 
amount. 


Thus the major dispute between the 
Company and the other parties in this 


proceeding is with respect to the 
method of determining the value of 
the property which is included in the 


rate base. The other parties contend 
that in view of the recent decisions of 
the Supreme Court of the United 
States, particularly Federal Power 
Commission v. Natural Gas Pipeline 
Co. (1942) 315 US 575, 86 L ed 
1037, 42 PUR NS 129, 62 S Ct 736, 
and Federal Power Commission v. 
Hope Nat. Gas Co. (1944) 320 US 
591, 88 L ed 333, 51 PUR NS 193, 
64 S Ct 281, it is not necessary for 
us to receive or consider evidence of 
cost of reproduction new less deprecia- 
tion, in determining the fair value of 
the property of the Company. On the 
other hand, the Company insists that 
the doctrine of Smyth v. Ames (1898) 
169 US 466, 42 L ed 819, 18 S Ct 418, 
is still in force and it is incumbent on 
us under both the Federal and state 
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Constitutions and under the statutory 
law of Maryland to receive and con- 
sider evidence relating to reproduction 
cost. 


Fair value under the Maryland Law. 

[1, 2] The doctrine of Smyth v. 
Ames, supra, has been severely criti- 
cized by courts, Commissions, and 
others, including this Commission. 
See opinions of this Commission in 
rate cases of Re Consolidated Gas, E. 
L. & Power Co. (1923) 14 Ann Rep 
Md PSC 100, 103, and Re Potomac 
Edison Co. (1932) 23 Ann Rep Md 
PSC 305, 317, PUR1933B 6. How- 
ever, this Commission has consistent- 
ly received evidence, in rate cases, of 
reproduction cost new less deprecia- 
tion, although the weight which has 
been given to such evidence has varied 
with the particular facts of the cases 
and the economic conditions existing 
at the time of the investigation. It 
would serve no useful purpose to re- 
view and restate the numerous criti- 
cisms of the cost of reproduction 
theory. This question has been elab- 
orately briefed and argued before us 
in the present case and in the recent 
rate case of the Consolidated Gas, 
Electric Light and Power Company of 
Baltimore. It doubtless will be an is- 
sue in other rate cases until there is 
a controlling authoritative decision on 
the precise point. It is not necessary 
for us to decide whether, as a matter 
of constitutional law, evidence of re- 
production cost must be received and 
considered in fixing rates. We have 
reached the conclusion that the recent 
cases to which the other parties refer 
have not changed the meaning of the 
Maryland Public Service Commission 
Law (Code Art 23, §§ 344-429), as 
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construed by the court of appeals of 
this state. Havre de Grace & P. Bridge 
Co. v. Public Service Commission, 132 
Md 16, PUR1918D 484, 103 Atl 319; 
Miles v. Public Service Commission, 
151 Md 337, PUR1926D 610, 135 Atl 
579, 49 ALR 1470; Public Service 
Commission v. United R. & Electric 
Co. 155 Md 572, PUR1928D 193, 
142 Atl 870. Under the law of this 
state (Art 23, §§ 396, 372 and 411) 
rates must be predicated on the “fair 
value” or “upon the value” of the prop- 
erty, synonymous terms, used and use- 
ful in rendering service to the public. 
We construe the statute to mean that 
all of the usual elements relevant to 
the determination of value of property 
generally must be received and con- 
sidered in determining the value for 
the purpose of fixing rates; in other 


words, there is no special rule for 
valuation of property for rate-making 
purposes, which we are advised does, 
however, obtain in some other juris- 
dictions. This precise point was de- 
cided by the Court of Appeals of Mary- 
land in Havre de Grace & P. Bridge 


Co. v. Public Service Commission, 
supra, 132 Md at p. 26, PUR1918D 
at p. 493, decided in 1918, which was 
before the enactment of § 372 in its 
present form, relating to fixing of 
temporary rates, in which the court 
said: 

“Both in the argument and in the 
brief filed on behalf of the Public Serv- 
ice Commission there was used, prob- 
ably by inadvertence, an expression 
calculated to mislead, namely, the 
value of the property of the bridge 
company for rate-making purposes. 
The provision for the valuation of the 
property of a corporation, subject to 
the Public Service Law, is found in 
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the Code in Art 23, § 442 (now 
§ 396), where the Commission is em- 
powered to ‘ascertain the fair value 
of the property of any corporation 
subject to the provisions of this sub- 
title.’ That, and that only, is the valu- 
ation which the Public Service Com- 
mission is authorized to ascertain, and 
it would tend not only to work an in- 
justice, but to render absurd a propo- 
sition that the property of a public 
service corporation might have one 
value in fact, another for purposes of 
rate making, and a third for purposes 
of taxation, in the absence of statutory 
provision such as obtains in some 
states, that for taxation purposes 
property is to be assessed at only a 
given percentage of its real value. 
What the Commission in this case was 
authorized to ascertain under the 
section referred to was the fair value 
of the property.” 

[3] Even though it is necessary to 
receive evidence relating to reproduc- 
tion cost, the probative value of such 
evidence may have but slight, if any, 
effect in a particular case. It is at 
best only one of the elements to be 
considered in determining value. In- 
deed, in this case, the Company recog- 
nizes this principle in its brief, where 
it is stated that it would be fallacious 
to adopt either current cost or orig- 
inal cost as the sole measure of fair 
value, and it urges that equal weight 
should be given to each element. And 
in oral argument counsel for the Com- 
pany stated that it would be unlawful 
for us to predicate the value of the 
property solely on either current cost 
or original cost. 

Current Cost or Cost of Reproduction. 

The Company has produced evi- 
dence of what it calls “current cost 
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study” of its property, which it says 
is comparable to, but not the same as, 
a reproduction cost new study. The 
current cost study “shows the esti- 
mated cost of telephone plant of the 
Company, assuming that it has been 
built in the same manner as actually 
placed but at the labor and material 
prices and cost levels prevailing on 
December 31, 1946.” According to 
the testimony the current cost study 
avoids the use of the detailed expensive 
and time-consuming inventory and ap- 
praisal commonly made in determining 
reproduction cost, and with respect to 
such items as superintendence, general 
overheads, interest during construc- 
tion, omissions, and contingencies 
and other items, it is stated they have 
been included only on the basis of the 
Company’s actual experience. As 
summarized by the Company, the cur- 
rent cost study prices the existing plant 


at present cost levels and on a basis 


of actual experience rather than 
theory, and there has not been included 
any amount for omissions and con- 
tingencies and going value. Assum- 
ing the differences between the two 
studies testified to by the Company’s 
witnesses, the major criticism of re- 
production cost is, as a practical mat- 
ter, equally applicable to the so-called 
current cost. 

The estimated undepreciated cur- 
rent cost of the total telephone plant as 
of December 31, 1946, is $131,139,- 
022, which is to be compared with the 
undepreciated book or original cost 
of $91,689,487 as of the same date. 
In preparing said estimate of current 
cost, the methods used, except for 
buildings, are classified in three basic 
groups, (1) book cost, (2) index 
method, and (3) principal item meth- 
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od. In applying these methods, rights 
of way and land were included at book 
cost, central office equipment at the 
principal item method, motor vehicles, 
and other equipment including tools 
at the current price of the same or 
similar property. Buildings were in- 
cluded at $10,664,818 to which further 
reference will be made. Telephone 
plant under construction and property 
held for future use were included at 
book cost. In preparing the index 
numbers some of the components 
thereof did not appear on the Com- 
pany’s books and were obtained from 
the Western Electric Company for 
such items as material, equipment 
specifications, and installation, and it 
was necessary for the witness to exer- 
cise judgment in analyzing detailed 
billing of particular jobs in order to 
develop an average. It is interesting 
to note that the current cost of prop- 
erty in one category (station appara- 
tus) out of twenty categories of prop- 
erty was less than the book cost. How- 
ever, the estimated current cost of the 
Company’s total property over book or 
original cost is approximately 43 per 
cent. 

The estimated current cost of the 
buildings was furnished by Mr. Wil- 
liam B. Spencer, an engineer with the 
Consolidated Engineering Company. 
He grouped the 51 buildings owned by 
the Company in this state of which 13 
are in Baltimore city into the follow- 
ing five classes: (1) modern or re- 
cently built fireproof buildings in Balti- 
more, (2) older fireproof buildings in 
Baltimore, (3) semi-fireproof build- 
ings in Baltimore, (4) buildings in 
small cities, (5) buildings in towns 
and villages. Mr. Spencer then select- 
ed one building in each of the five 
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groups which was supposed to be rep- 
resentative of all of the buildings in the 
group, estimated in detail the quanti- 
ties of material, labor, and overhead 
for that building and priced these out at 
prices prevailing on December 31, 
1946. From the cost of the building 
thus determined and its cubic contents, 
he determined the cost per cubic foot 
for the sample building in each of the 
representative groups. He then ap- 
plied the cubic foot cost of the sample 
building in each of the groups to the 
number of cubic feet in each of the 
other buildings ‘n the respective 
groups. His aggregate current cost 


of all buildings is $10,697,175, which 
is to be compared to undepreciated 
book or original cost of $5,780,076. 
After ascertaining the current cost 
of all the property, the Company de- 
ducted 29.3 per cent thereof as accrued 


depreciation and obsolescence. This 
percentage (29.3 per cent) is the rate 
of the book depreciation reserve to the 
book cost of such property. 

The current cost study has produced 
some unusual results which reflect on 
the probative value of current cost in 
determining the rate base. As an il- 
lustration, in Company’s Exhibit 38, 
page 10, some manual central office 
equipment is included in current cost 
at $1,951,900. It was installed before 
1916 and its service life was estimated 
to be fourteen years according to Ex- 
hibit 35. It was testified that this 
general type of equipment might be 
used in some small towns but not if 
there was involved a large installation, 
and, even if that type were so used, the 
equipment would not be of the type 
built in 1916. The original cost of this 
equipment, installed over the years 
prior to 1916, is $875,333, and it is in- 
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cluded in current cost at 223 per cent 
of original cost. On the same page of 
Exhibit 38 it appears that $4,192,707 
was the aggregate book cost of equip- 
ment installed during the period 1916 
to 1932, estimated to have a service 
life of fourteen years, and that it had 
a current cost value in 1946 of $5,978,- 
451. 

The Company is in a stage of transi- 
tion from manual to dial equipment. 
New buildings are now being or short- 
ly will be constructed which will re- 
tire some of the existing buildings. At 
least 10 of the buildings will be re- 
tired within the next few years and 
some of them were scheduled for re- 
tirement some years ago. Some of the 
buildings and central office equipment 
are being replaced with larger build- 
ings and equipment which is of greater 
capacity, newer types, and capable of 
giving better service. The investment 
for dial equipment is greater but the 
cost of operation is less. 

The Company estimated that net ad- 
ditions to plant from December 31, 
1946, to June 30, 1947, would amount 
to $7,000,000 and the Company plans 
to expend for construction and expan- 
sion approximately $47,000,000 dur- 
ing the years 1947 and 1948 and $90,- 
000,000 during the next five years. 

The current cost of the most modern 
and recently constructed building on 
St. Paul Place, built in 1940, is $1 
per cubic foot. The current cost of 
the Vernon central office building, 
which was constructed in 1903, is 
$1.374 per cubic foot. The latter is 
less modern and useful than the for- 
mer. Indeed, the Vernon central office 
building is scheduled to be abandoned 
and razed in 1950. The original cost 
of the South Center building was $14,- 
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000. Its current cost is stated to be 
$75,000. If all the buildings in Balti- 
more city were replaced with buildings 
similar to the most recently built St. 
Paul Place type of building, the esti- 
mate of current cost of all buildings 
in Baltimore city would be $1,250,000 
less than now contained in the Com- 
pany’s exhibit and such buildings 
would be more servicable to the Com- 
pany. 

As above indicated, the estimate of 
the current cost of the most modern 
and recently built St. Paul Place build- 
ing (classified as type 1) is $1 per 
cubic foot, while the Vernon central 
office building (classified as type 2) 
is $1.374 per cubic foot. It is im- 
portant to note that the current cost 
of the seven type 2 buildings is $4,728,- 
007, which is about 45 per cent of the 
current cost of all buildings. The cur- 


rent cost of type 1 buildings which, of 
course, are the most modern and most 


useful, is $2,200,000. It was frankly 
admitted that if it were necessary to 
replace the buildings in Baltimore city, 
the type 2 buildings would not be con- 
structed as they now are but would be 
considerably revised ; that the St. Paul 
Place type would be erected. The 
dates of construction of the various 
buildings range from 1899 to 1940. 
According to Mr. Spencer, the in- 
crease in cost of building construction 
was 46 points for 1946 and it has in- 
creased 18 points during the first 
four months of 1947. He said prices 
of building material are not yet stabil- 
ized; the demand is greater than the 
supply, and there is no competition. 
For purposes of this case current 
cost will be considered the equivalent 
of reproduction cost because there is 
not sufficient difference between them 
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under the evidence to relieve the for- 
mer of the infirmities of the latter. 
They will, therefore, be used inter- 
changeably. In its major aspect, re- 
production cost is an estimate of the 
cost of producing the same plant at the 
same locations and constructed of the 
same materials at the current prices of 
labor and materials. It obviously would 
normally take a long time to duplicate 
such a utility, usually estimated at 
three to five years, during which pe- 
riod, in normal times, the price of 
both labor and materials may increase 
or decrease to a considerable extent. 
It involves duplicating items of equip- 
ment and even buildings which are 
virtually obsolete and ready to be dis- 
carded, for many of which presumably 
the patterns, molds, and dies have been 
destroyed and could not be reproduced 
except at prohibitive cost. In short, 
it is a theoretical reproduction of some- 
thing which, as a practical matter if 
it did not exist, would not be produced 
in its present form and locations. As 
this highly theoretical process has 
questionable probative value in times 
of normal and stable economy, it has 
even less value at the present time. 
And the latter is particularly true with 
respect to the instant utility. 

As heretofore mentioned, the Com- 
pany is engaged in a major transition 
from manual to dial equipment. It has 
a large backlog of orders for telephone 
service which requires an enlargement 
and, to a large extent, rearrangement 
of some of its present facilities. Many 
of its buildings and much of its equip- 
ment is presently to be discarded. 
New buildings are to be (some are in 
the process) constructed and new 
equipment is to be installed or substi- 
tuted for old, all of which will involve 
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the expenditure of a huge sum of 
money, estimated to be $47,000,000 
during the years 1947 and 1948 and 
$90,000,000 during the next five years. 
These enormous changes strongly in- 
dicate that there would be very little 
reality involved in undertaking to de- 
termine value from an estimate of the 
current cost of reproducing the present 
plant. 

Also, such an estimate of reproduc- 
tion cost, in order to have probative 
significance, should be predicated on 
the existence of economic conditions 
which will permit the erection of such 
a plant; otherwise the study is mean- 
ingless. If necessary, we could take 
notice of the shortage of materials and, 
to a less extent, labor, but Mr. 
Spencer, a construction engineer, ex- 
plained that the prices of building 
materials are not yet stabilized and the 
demand is greater than the supply. 

Some of the matters already alluded 
to emphasize the necessity of carefully 
scrutinizing estimates of reproduction 
cost in determining value in most 
cases. Perhaps a slight further ampli- 
fication may help to clarify our com- 
ments. The manual central office 
equipment above referred to which was 
installed over the years prior to 1916 
and which was estimated by the Com- 
pany to have a service life of fourteen 
years is included in current cost at 
$1,951,900. The aggregate current 
cost of such equipment whose life span 
of fourteen years had expired in 1946 
is $7,930,444 and it is depreciated 
only 29.3 per cent. Although at least 
10 buildings and much manual equip- 
ment will be retired within the next 
few years, the aggregate current cost 
of them is not only substantial, but 
they have only been depreciated 29.3 


per cent by the Company in determin- 
ing the current cost rate base. A fur- 
ther detailed illustration is the Vernon 
central office building, which cost 
$92,226 in 1903. Although it is now 
scheduled for retirement in 1950, its 
present value is alleged to be $274,- 
985, based on current cost of $303,181 
less 29.3 per cent depreciation. Of 
course the depreciation rate of some 
of the other property should be less. 

[4] The matter of depreciation is 
an important consideration which ma- 
terially affects the evidentiary value of 
current cost in this case. Each item 
of property included in the current cost 
rate base should be separately depre- 
ciated, according to its service life or 
usefulness, in order to ascertain its 
net current cost. Instead of doing this 
the Company deducted from the aggre- 
gate current cost of all property 29.3 
per cent, which is the ratio of the book 
depreciation reserve to the book cost. 
Even if the ratio of the book accrued 
depreciation to the book cost as to 
each property were deducted from the 
current cost of the particular property, 
the aggregate depreciation from cur- 
rent cost of all properties may be much 
more than 29.3 per cent of the aggre- 
gate current cost. At least we are left 
in a state of uncertainty with respect 
to the exact amount of depreciation 
which should be deducted from current 
cost. We cannot accept the short cut 
adopted by the Company in the ab- 
sence of an affirmative showing that 
the amount thereof equals or exceeds 
the amount that would be realized by 
the use of more conventional methods. 

[5] “Current cost” involves both 
the current cost of reproducing the 
property and the establishment of ade- 
quate depreciation so as, theoretically, 
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to reduce it to the present condition of 
usefulness of the existing property. 
Unless such depreciation is properly 
proved the whole current cost struc- 
ture fails of its principal purpose. For 
all of the reasons indicated we think 
it would be unwise at this time to give 
great weight to the evidence adduced 
with respect to current cost in deter- 
mining the value of the Company’s 
property for the purpose of fixing rates 
for the future. It is clear, however, 
that the present value of the Company’s 
property exceeds its original cost and 
we have accordingly, as hereinafter 
set forth, allowed $1,513,000 in the 
rate base to reflect such excess. This 


represents an increase of less than 2$ 
per cent over original cost. 


Working Capital. 

The Company claims as part of the 
intrastate rate base cash working capi- 
tal of $1,728,412 which is one-twelfth 
of operating expenses, excluding de- 
preciation and taxes, and an allowance 
for material and supplies of $1,503,- 
335, which is the amount on hand as 
of February 28, 1947. The other par- 
ties object to any cash working capital 
and the United States in addition con- 
tends that the allowance for materials 
and supplies should not exceed $1,- 
046,969. The objection to allowance 
of any cash working capital is based 
on the contention that the charge for 
exchange telephone service is billed, 
and to a large extent paid, in advance 
of the rendition of such service. From 
an analysis and study made by a wit- 
ness (Mr. Kosh) for the United 
States, the latter contends that the 
payments in advance of rendition of 
service are such as to cause a negative 
or red cash working capital require- 
ment in the amount of $456,366 and 
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as said sum is available for the pur- 
chase of materials and supplies in- 
ventory, the amount of the materials 
and supplies item accordingly should 
be reduced to $1,046,969. In de- 
parting from our previous practice in 
the 1933 rate case of the Company 
(24 Ann Rep Md PSC 288, 334, 1 
PUR NS 346, 389), under the partic- 
ular facts of that case, we said: 

“In the course of the hearing when 
testimony as to working capital was 
about to be taken, the Commission 
announced, in order to shorten the 
case as much as possible, that it in- 
tended, unless convincing reasons to 
the contrary were given, to adhere to 
its practice of allowing one-eighth of 
annual operating expenses plus ma- 
terials and supplies as working capital 
for the Company. Later, people’s 
counsel suggested that he wished to 
offer evidence which, in his opinion, 
would show that such an allowance 
as the Commission indicated it might 
be willing to allow, would be too great 
an amount to be allowed this Com- 
pany. Testimony was thereupon 
taken on this point. 


“Tt has been the practice of this 
Commission to make an allowance for 
working capital for gas and electric 
companies of one-eighth their annual 
operating expenses plus materials and 
supplies largely because of the fact 
that there is a lag of six weeks between 
the time service is rendered by such 
companies and the time bills are paid. 
It had previously allowed the Tele- 
phone Company working capital on the 
same basis. In the case of the Tele- 
phone Company, however, it was de- 
veloped that its bills for exchange serv- 
ice are sent out and collected in ad- 
vance. To the extent that they are 
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collected prior to the completion of the 
month’s service the subscriber ad- 
vances working capital. Telephone 
Company studies indicate that on an 
average there is a lag of twenty-five 
days between the performance of the 
service for which bills are rendered 
and the collection of revenues. This 
lag is thus about one-half of that ex- 
perienced by electric and gas utilities. 
Therefore, if an allowance of 25/365 
of the proper annual expenses should 
be allowed, that would seem to meet 
the situation.” 

The formula adopted by us was ap- 
proved in a proceeding instituted by 
the Company to set aside the Commis- 
sion’s order. Chesapeake & P. Teleph. 
Co. v. West (1934) 3 PUR NS 241, 
7 F Supp 214. 

[6] The amount, if any, of cash 
working capital to be allowed is a ques- 
tion of fact in each case. That is the 
reason for the departure in 1933 from 
our previous practice. Since then the 
factual situation may be further affect- 
ed by the consideration that Federal 
income taxes of corporations are much 
greater now than in 1933 and the ac- 
cruals therefor may be used part of 
the year as working capital. The study 
made by Mr. Kosh is interesting but 
we are not convinced that it is suffi- 
ciently realistic of the actual situation 
to cause us, in our consideration of the 
whole case, to eliminate this item from 
the rate base. Accordingly we will 
allow cash working capital of $1,728,- 
412 and for materials and supplies $1,- 
503,335. 


Telephone Plant under Construction 
and Property Held for Future Use. 
[7] The other parties seek to have 

disallowed in the rate base the actual 

cost incurred by the Company in con- 
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nection with plant under construction 
and land it has acquired for future use. 
Presumably such a proposal is based 
upon the contention that such property 
is not used and useful in the public 
service. The only evidence in the case 
is to the contrary, although it comes 
from the Company’s employees. 

Mr. Arthur L. Lanigan, assistant 
vice president of the Company, testi- 
fied that the amount included in Ac- 
count 100.2 for plant under construc- 
tion was $2,216,478 ($1,993,058, in- 
trastate) as of March 31, 1947; that 
this sum had actually been expended 
by the Company for “plant urgently 
needed to serve the people of this state 
and there is no other way by which 
we can get this needed plant into 
service under the Uniform System of 
Accounts prescribed by this Commis- 
sion, except by charging its cost initial- 
ly to Telephone Plant under Construc- 
tion.” He further stated that the trans- 
fer of the amount in Account No. 
100.2 to Telephone Plant in Service 
(Account No. 100.1) would occur 
within a period not to exceed six 
months. There was no refutation of 
this testimony. 

A similar contention with respect to 
plant under construction was repudiat- 
ed in New York Teleph. Co. v. Prend- 
ergast, PUR1930B 33, 50, 36 F2d 
54, 65, where it was said: 

“The rate fixed must be reasonable 
and just as to the present and also 
for a reasonable time in the future. 
Therefore, the fair value of work under 
construction must be included as well 
as that presently used. The master’s 
findings as to this item for the state 
and city are reasonable. They were 
properly included in the valuation of 
the property found to be used and use- 
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ful in the service rendered and to be 
rendered. og 

A like conclusion was reached in 
New York & Q. Gas Co. v. Prender- 
gast, PUR1924E 59, 1 F2d 351, 364. 

It is likewise not denied that “Tele- 
phone Property Held For Future Use” 
as carried in Account No. 100.3 
(which aggregated in cost $168,964 
($164,756 intrastate) on March 31, 
1947) is composed entirely of land ac- 
quired for the erection of central of- 
fice buildings or additions thereto. 
Nor has any evidence been adduced by 
way of denial of Mr. Lanigan’s asser- 
tion that the purchase of such land 
prior to its actual use was necessary 
for prudent operation and resulted in 
the Company acquiring such land on 
favorable terms. Mr. Masson, chief 


auditor for the Commission, a witness 
produced by the people’s counsel, con- 


tended such property should be ex- 
cluded from the rate base. A similar 
contention was passed upon by the 
supreme court of Washington, in State 
ex rel. Pacific Teleph, & Teleg. Co. v. 
Department of Public Service (1943) 
19 Wash2d 200, 52 PUR NS 6, 26, 
142 P2d 498, an opinion rendered on 
October 22, 1943. The court there 
held that the Washington Commission 
was in error in excluding from the 
rate base certain tracts of land ac- 
quired years prior to the date of the 
rate proceedings but purchased for fu- 
ture use. The court said: 


“We are convinced that the tracts 
of real estate above referred to were 
purchased by respondent in good faith, 
with every reasonable expectation that 
they would before long be improved by 
buildings which would be used in the 
course of the company’s business. 
While some years have elapsed since 
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the purchase of the property, we hold 
that at this time it should be included 
in the rate base. The trial court did 
not err in directing the Department to 
consider these tracts of real estate in 
computing the valuation of respond- 
ent’s property.” 

To the same effect are Brooklyn 
Borough Gas Co. v. Prendergast, 
PUR1927A 200, 16 F2d 615, 626; 
McCardle v. Indianapolis Water Co. 
272 US 400, 413, 71 L ed 316, PUR 
1927A 15, 47 S Ct 144; and Pacific 
Teleph. & Teleg. Co. v. Whitcomb, 
PURI1926D 815, 12 F2d 279, 298, 
affirmed 276 US 97, 72 L ed 483, 
PUR 1928C 408, 48 S Ct 223. We 
are, therefore, disposed to allow, con- 
sidering the case as a whole, the cost 
of plant under construction and prop- 
erty held for future use, in arriving at 
the rate base. 


The Fair Value of the Company's 
Property and Rate of Return There- 
on. 

[8] The method urged by the Com- 
pany of determining the rate base is 
obviously a compromise between the 
maximum value reached by the use of 
two separate theories, current cost and 
original or book cost. This method 
may be satisfactory in the settlement of 
a private controversy but we must de- 
cide the issues by giving appropriate 
consideration to the applicable relevant 
evidence. It is our considered judg- 
ment that $65,000,000 is the fair value 
of the Company’s property devoted to 
intrastate public service. Some of the 
items ($3,886,226 to $4,342,592) in- 
cluded in said rate base were vigorous- 
ly and sincerely challenged by the oth- 
er parties but we have resolved the 
doubts in favor of the Company. The 
other parties also strongly contend that 
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the rate of return should not exceed 5 
per cent, but we have concluded, after 
carefully considering all the evidence 
and the opposing contentions of the 
parties that a return of 5} per cent on 
$65,000,000 would be fair to the Com- 
pany and the public. 

[9, 10] The purpose of the statutory 
authority to the Commission to ascer- 
tain the value of the Company’s prop- 
erty is to enable it to fix the rates 
which the Company is permitted to 
charge the public for the service ren- 
dered. Miles v. Public Service Com- 
mission, 151 Md 337, 344, PUR1926 
D 610, 135 Atl 579, 49 ALR 1470. 
It is provided in the statute that the 
rates shall be just and reasonable to 
the public (§ 411). It is implicit that 
they also be just and reasonable to 
the Company. The rates ultimately 
fixed depend on the fair value of the 
property devoted to public use and the 
rate of return allowed thereon. There- 
fore, the rate of return must be just 
and reasonable. The latter considera- 
tion requires that the rate of return 
shall not be a fixed percentage that 
continues indefinitely. It must be re- 
lated to all the factors affecting the 
particular utility including present, 
and to an extent, prospective economic 
conditions. A partcular rate of re- 
turn may be too high or too low at one 
time and just the reverse at another 
time. If greater weight were required 
to be given to reproduction cost in de- 
termining the value of the property, 
further appropriate consideration 
would have to be taken of the present 
unstable and inflationary economy. 
And this may justify or require a low- 
er rate of return, particularly in view 
of the present money market where 


securities bearing a low yield are free- 
ly absorbed. 


Operating Expenses 


In order to estimate the net income 
which the Company will probably 
realize from the established rate base 
and the rate of return thereon, it is 
necessary to give consideration to 
some disputed items of operating ex- 
penses claimed by the Company. 


Current Maintenance 

The Company’s charge for current 
maintenance for the calendar year 
1946 was $6,724,790. ($7,037,978 
total for the fiscal year beginning 
April 1, 1946, and $6,589,659 intra- 
state for same period.) The amount 
in dispute is $716,300 which, after 
Federal income taxes, would be re- 
duced to $444,106 of operating ex- 
penses. Mr. Holland, the chief engi- 
neer of the Commission, testified: “If 
I apply that figure, that factor, which 
checks so closely on traffic expense, I 
find that the unaccounted-for mainte- 
nance expense amounts to about $716,- 
000 for the year. I don’t know how 
it came about entirely, but it is so 
abnormal as compared to previous 
years, and knowing certain conditions 
which brought it about, I want to point 
out to the Commission it is an ab- 
normal condition for the year.” In 
response to the question: “What part 
of that unusual maintenance cost you 
referred to in 1946 will continue as 
far as this Company is concerned?” 
Mr. Holland replied: “I have no way 
of determining that.” He was then 
asked: “Do you have any reason to 
believe it all will continue?”’, and Mr. 
Holland replied that “percentage-wise 
it might come down, but dollars-wise 
it might stay up.” 
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Mr. Lanigan, an assistant vice-pres- 
ident of the Company, testified that the 
maintenance expenses increased from 
$5,279,000 in 1945 to $7,185,000 in 
the nine months ended March 31, 
1947, equated to an annual rate. The 
increase amounted to $1,900,000, 
which was due to four principal 
causes: (1) Increased plant and tele- 
phones in service accounted for $600,- 
000; (2) Increased wages amounted 
to approximately $600,000; (3) The 
expenses of rearranging and changing 
plant in connection with the increased 
construction work amounted to about 
$400,000; (4) The increased cost of 
other items, principally materials and 
contract services, amounted to about 
$300,000. Because telephonic com- 
munication was vital to the war effort 
and received high priorities the Com- 
pany denied that there had been any 
deferred maintenance during the war 
years and contended that because of the 
curtailment of new construction and 
installation work there was more labor 
and material available for maintenance. 

If any part of said maintenance item 
is abnormal or not current or is ap- 
plicable to a prior year because main- 
tenance was deferred, we can only say 
that the fact and amount thereof does 
not clearly appear from the testimony. 
While it might be that a further de- 
tailed investigation would establish 
Mr. Holland’s contention, we must de- 
cide the matter on the present record 
and, therefore, are required to rule 
that the maintenance charges in dis- 
pute constitute a proper item of oper- 
ating expenses. 


License Contract Payment 

The Maryland Company pays 14 
per cent of its gross annual revenues to 
American under an agreement known 
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as the “License Contract.” A similar 
contract is entered into by American 
with all Bell System Companies and 
the contractual provisions, including 
the payment at the 1} per cent rate, 
are uniform throughout the Bell Sys- 
tem. The Company presented testi- 
mony tending to show the value of the 
services received by it from American 
under the license contract, particular- 
ly the technical benefits received from 
the Bell Laboratories and the General 
Department of American. It was tes- 
tified that the services performed under 
this agreement could not be duplicated 
from any other source and that the re- 
sultant savings to the Company far 
exceeded the annual payment made 
under the contract. It was testified 
that the cost, allocated by American to 
the Company, of rendering the services 
required under the license contract is 
in excess of the payments made by the 
Company under the contract. 

The reasonableness of the Compa- 
ny’s payment under the license con- 
tract was contested in the 1924 rate 
case before this Commission. The rate 
of the contract at that time was 44 
per cent and the Commission ordered 
a reduction in the annual payment. 
The Federal statutory court reversed 
the action of the Commission and held 
that the full annual payment was al- 
lowable. Chesapeake & P. Teleph. Co. 
v. Whitman, PUR1925D 407, 3 F2d 
938. In the 1934 rate case the reason- 
ableness of the license contract pay- 
ment by the Company was not chal- 
lenged. The rate had then been re- 
duced to 14 per cent, the rate now in 
effect. In the present case the request- 
ed findings and conclusions presented 
jointly by the attorney general and the 
people’s counsel do not contest the an- 
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nual payment made under the license 
contract. Under the evidence in this 
case we find that the payments made 
by the Company for the services ren- 
dered by American under the license 
contract are not unreasonable in 
amount and should be allowed. 


Relief and Pensions 

[11] The chief auditor of the Com- 
mission, Mr. Masson, in his testimony 
proposed the disallowance of two items 
of pension fund expenses aggregating 
$440,474 for 1946. This amount con- 
sists of $338,430 chargeable to Ac- 
count No. 672 and $102,044* charge- 
able to Account No. 323. Although 
Mr. Masson was offered as a witness 
by the people’s counsel, in the re- 
quested findings and conclusions, pre- 
viously mentioned, there is no sug- 
gestion that any of the Company’s 
pension expenses is unreasonable. 

We have considered the evidence in 
the case with respect to the Company’s 
expenses under its pension plan and 
in our judgment the Company’s treat- 
ment of the items questioned by Mr. 
Masson is proper. His assertion that 
the amount of $338,430 should be dis- 
allowed is based on the premise that 
the Company, in computing the pe- 
riodic payments which it makes into 
the pension trust fund, should have 
anticipated and provided for the vari- 
ous wage increases and other like items 
which have occurred since 1937. It 
is quite doubtful that this Commission, 
or any other regulatory body, would 
have permitted the Company to specu- 


late as to the amounts of such unknown 
future events and claim as allowable 
pension fund expense, any amount 
based on such speculation. 

The contention that $102,044 should 
be disallowed as pension fund expense 
is apparently based on an order of the 
Federal Communications Commis- 
sion, dated December 2, 1942, requir- 
ing this item of pension accrual to be 
charged “below the line” and to be re- 
ported in Account 323. But we find 
nothing in the said order which pre- 
scribes the rate case treatment of the 
item. On the contrary, the order itself 
specifically points out that the Com- 
mission was dealing with an account- 
ing case, not a rate case, and was con- 
cerned with the accounting propriety 
of the item rather than the treatment 
of the item for rate-making purposes. 
This view of the Federal Communica- 
tions Commission’s order was also 
taken in New England Teleph. & 
Teleg. Co. v. United States (1943) 52 
PUR NS 303, 53 F Supp 400, where 
the details and history of the Compa- 
ny’s pension plan are set forth. 

The Bell System pension plan has 
received judicial approval in several 
decisions. State v. Tri-State Teleph. 
& Teleg. Co. (1939) 204 Minn 516, 
28 PUR NS 158, 284 N. W. 294; 
Chesapeake & P. Teleph. Co. v. Pub- 
lic Utilities Commission, 62 Wash 
Law Reps 486; State ex rel. Pacific 
Teleph. & Teleg. Co. v. Department 
of Public Service (1943) 19 Wash2d 
200, 52 PUR NS 6, 142 P2d 498. 





2 When the Company in 1937 adopted the 
full service accrual basis of financing its pen- 
sion requirements there was an unfunded 
actuarial reserve requirement of $3,208,722 ap- 
plicable to past service. This amount would 
increase annually unless steps were taken to 
arrest its growth. This was accomplished by 
paying into the fund annually a sum resulting 
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from multiplying $3,208,722 by the interest 
rate assumed in the actuarial calculations. 
Said calculation at an interest rate of 3 per 
cent, with slight adjustments, resulted in 
$102,044. This matter is more fully explained 
in New England Teleph. & Teleg. Co. v. 
United States (1943) 52 PUR NS 303, 53 F 
Supp 400. 
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When the plan was established, 
more than a third of a century ago, the 
importance of dealing with the prob- 
lem of aging employees was not gen- 
erally recognized by business concerns, 
many of which were relatively young 
and rapidly expanding. Therefore, it 
was but natural that, when the Compa- 
ny’s plan was inaugurated in 1913, it 
was placed upon a pay-as-you-go basis, 
as apparently were the plans of the 
comparatively few business organiza- 
tions which were then in being, or 
which were created in the following 
decade. In point of fact, the account- 
ing regulations of governmental agen- 
cies which were in effect at that time 
apparently made no provision for their 
handling on any other basis and it was 
not until 1927 that the Interstate 
Commerce Commission amended the 
system of accounts prescribed by it 
for telephone companies so as to allow 
advance provision for pensions by cur- 
rent charges to operating expense of 
amounts actuarially determined. 

The same year that this amendment 
was made the Company established a 
pension trust fund and adopted the 
accrual method of accounting for pen- 
sion costs. Since then, by successive 
steps, the Company has undertaken to 
make provision for the periods of serv- 
ice which many employees had accu- 
mulated before the adoption of the ac- 
crual basis. While the intent of the 
pension plan is to provide for a busi- 
ness and social problem concerned with 
the future, it is not possible, at any 
time, to determine with exactness and 
finality what the requirements will be 
at some distant date, as changes in 
conditions are occurring, and will con- 
tinue to occur in the future, which af- 
fect the requirements. The general 
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and substantial increase in wage rates 
of the Company’s employees which 
has recently been made well illustrates 
this point. 

In connection with this general sub- 
ject, it is interesting to note that, al- 
though the state of Maryland did not 
have any general retirement system for 
its own employees until 1937, the plan 
inaugurated in that year was on a pay- 
as-you-go basis, and it was not until 
four years later, in 1941, that the sys- 
tem was converted to an actuarial 
basis. Since then, various changes 
have been made in the rights and ben- 
efits of the employees thereunder, 
which serve to increase the cost to the 
taxpayers of the state, not only as con- 
cerns accruals for future employment, 
but also with respect to liability for 
past service. 

We think it must be concluded that 
these items are properly chargeable 
to operating expenses as part of the 
pension system. 


Rate of Return in Relation to Require- 
ments of the Company 


[12, 18] The standard of measur- 
ing the return to which a utility is 
legally entitled is fully set forth in 
Bluefield Water Works & Improv. Co. 
v. West Virginia Pub. Service Com- 
mission, 262 US 679, 692, 693, 67 
L ed 1176, PUR1923D 11, 20, 43 S 
Ct 675, as follows: 

“What annual rate will constitute 
just compensation depends upon many 
circumstances and must be determined 
by the exercise of a fair and en- 
lightened judgment, having regard to 
all relevant facts. A public utility is 
entitled to such rates as will permit it 
to earn a return on the value of the 
property which it employs for the 
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convenience of the public equal to that 
generally being made at the same time 
and in the same general part of the 
country on investments in other busi- 
ness undertakings which are attended 
by corresponding risks and uncertain- 
ties ; but it has no constitutional right 
to profits such as are realized or an- 
ticipated in highly profitable enter- 
prises or speculative ventures. The re- 
turn should be reasonably sufficient to 
assure confidence in the financial 
soundness of the utility, and should 
be adequate, under efficient and eco- 
nomical management, to maintain and 
support its credit and enable it to 
raise the money necessary for the 
proper discharge of its public du- 
ties , 

And later in United R. & Electric 
Co. v. West, 280 US 234, 251, 74 
L ed 390, PUR1930A 225, 229, 50 
S Ct 123, the Supreme Court said: 

“Tt is manifest that just compensa- 
tion for a utility, requiring for efficient 
public service skilful and prudent man- 
agement as well as use of the plant, and 
whose rates are subject to public reg- 
ulation, is more than current interest 
or mere investment. Sound business 
management requires that after pay- 
ing all expenses of operation, setting 
aside the necessary sums for deprecia- 
tion, payment of interest and reason- 
able dividends, there should still re- 
main something to be passed to the 
surplus account; and a rate of return 
which does not admit of that being 
done is not sufficient to assure con- 
fidence in the financial soundness of the 
utility to maintain its credit and enable 
it to raise money necessary for the 
proper discharge of its public duties.” 


The Supreme Court sustained these 
same principles in Federal Power 
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Commission v. Hope Nat. Gas Co. 
(1944) 320 US 591, 603, 88 L ed 
333, 51 PUR NS 193, 64 S Ct 281. 

A witness for the Company testified 
that its minimum required annual net 
income is $4,187,000, and he ex- 
pressed this in percentages as 6.59 per 
cent of original cost and 4.73 per cent 
of current cost. It was also testified 
that if the Company were now newly 
created in Maryland the present con- 
ditions would require that the over-all 
return on total capital be in excess of 
7 per cent. Two other witnesses tes- 
tified on this general subject, Dr. 
Lawrence S. Knappen, who was em- 
ployed as an expert by people’s coun- 
sel, and Mr. David A. Kosh, head of 
the Public Utilities Division of the 
Bureau of Supply of the United States 
Treasury Department. Mr. Kosh 
stated that the fair rate of return to 
be applied to the net investment of the 
Company is measured by the cost of 
capital to the Company and that the 
latter should range between 4.4 per 
cent as an average and 4.7 per cent 
as a maximum. According to Dr. 
Knappen the rate of return should be 
from 4.33 per cent to 4.98 per cent 
depending on whether the rate is fixed 
on the basis of the Company being an 
affiliate of American or being inde- 
pendent of the latter. 

While both Dr. Knappen and Mr. 
Kosh used what is commonly desig- 
nated as the earnings-price ratio to 
establish the cost of equity capital, the 
procedures followed by them in the 
determination differ somewhat. For 
example, while Mr. Kosh used the 
7-year period between 1940 and 1946 
as a basis for his conclusions, Dr. 
Knappen used spot earnings-price 
ratios in the evident conviction that 


118 





RE CHESAPEAKE AND POTOMAC TELEPH. CO. 


the most recent information is of more 
value for this purpose. 

Dr. Knappen disagreed with the 
conclusion of Mr. Kosh that it would 
be unreasonable to be governed by 
spot market prices in the determination 
of significant price ratios, and he con- 
tended that any time a stock is selling 
above the book value, it indicates the 
investing public’s belief that the earn- 
ings are in excess of the amount neces- 
sary to support the actual investment, 
assuming that the book values reflect 
actual investment. From this it would 
logically follow, he conceded, that the 
earnings of the public utility should 
be so regulated that its stock would at 
all times sell in the market at approxi- 
mately its book value, even though this 
admittedly would require that rates be 
lowered when business conditions were 
good (or factors in the security mar- 
kets favorable), and that rates be 
raised when business (or market) con- 
ditions were bad. 

Because of the many conditions and 
factors which affect and control the 
market prices of securities, some of 
which, at times, cause very abrupt and 
violent changes, which continue for 
varying lengths of time, it is difficult 
to take seriously the suggestion that 
a regulatory body pursue any such 
course as that which seems to follow 
Dr. Knappen’s approach. 


While on the surface the approach of 
Mr. Kosh is more rational and his 
method eliminates what seems to be 
some of the more glaring defects of the 
Knappen procedure, it also is subject 
to considerable uncertainties as a rea- 
sonable and logical method of assisting 
the Commission determine the rate of 
return which should be allowed the 
Company in order that its owners may 


119 


receive a reasonable return on their in- 
vestment, and the Company continue 
to attract the new capital, which is re- 
quired, if it is to meet its obligations to 
the public which it serves. 

Manifestly the 1940-1946 period 
used by Mr. Kosh was one in which, 
due largely to the conditions growing 
out of the war, extraordinary factors 
which were of controlling importance 
in the security markets, came into 
play. While legislation restricting 
earnings was enacted, there was such 
a flow of capital into the financial mar- 
kets that the Federal Reserve Board 
felt it necessary to discourage and re- 
strict speculation. The Board ulti- 
mately required that securities must 
be paid for in cash, thereby eliminating 
all marginal trading. This was a pe- 
riod when there were very few offer- 
ings of new securities and when there 
was an unprecedented shortage of con- 
sumer goods. 


During other periods the strength of 
the speculative market has been such as 
to bring about most abnormal and il- 
logical situations, as when, during the 
boom period preceding the crash which 
started late in 1929, the prices of 


many stocks were bid up to the 
point where their earnings, at this 
time of speculative frenzy, were, when 
related to the market price, less than 
the yields currently obtainable from 
good bonds. Again, at other times, 
the weakness of the financial markets, 
either as a whole, or with respect to 
the stocks of certain companies or 
classes of corporations, has resulted 
in the most distorted, even fantastic, 
earnings-price ratios in the other direc- 
tion. 

The Commission must conclude, 
from all the evidence before it, that the 
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earnings-price ratio is of no real help 
in its determination of the financial 
needs of the Company. The earnings- 
price ratio is largely theoretical and 
artificial and the value of any conclu- 
sions which reasonably might be 
drawn from studies of the nature in- 
troduced herein are subject to such 
limitations and modifications that they 
are of little practical use in the solution 
of the problem with which we are deal- 
ing. 

The Company contends that its 
earnings requirements should be con- 
sidered to be a certain proportionate 
part of the earnings requirements of 
the Bell System which is controlled by 
American and testimony with respect 
to the method of determining the pro- 
portionate part of such total require- 
ments allocated to the Company was 
introduced. Reference to the effect 


of this relationship between the Com- 
pany and American was made in Smith 
v. Illinois Bell Teleph. Co. 282 US 
133, 75 L ed 255, PURI931A 1, 51 
S Ct 65, and Chesapeake & P. Teleph. 
Co. v. Whitman, PUR1925D 407, 3 
F2d 938. 


It is true that the capital which the 
Company has obtained in the past and 
presumably will obtain in the future, 
while obtained directly from Ameri- 
can, is really indirectly furnished by 
the investors in the securities of Amer- 
ican. And the obtaining of capital by 
American depends, to a large extent, 
upon its aggregate income, much of 
which comes from its subsidiaries, in- 
cluding the Company. 

As appears from the testimony and 
also stated in reported court cases 
referred to herein, American conducts 
a nationwide telephone system. It 
wholly owns or controls approximately 


twenty-one separate operating tele- 
phone companies and also the Western 
Electric Co., Inc., which furnishes 
most of the equipment used by Amer- 
ican and said companies, and Bell 
Telephone Laboratories, Inc., which is 
engaged in scientific research to im- 
prove the telephone equipment. Much 
of the work and assistance furnished 
by American to the Company is cov- 
ered by payments under the license 
contract. In the absence of such 
relationship the cost of doing business 
by the Company would probably be 
greater and, therefore, it is advanta- 
geous to be affiliated with American. 
This should receive proper considera- 
tion in this case. On the other hand 
the situation is one which was volun- 
tarily created by American and, to the 
extent that it is beneficial to the Com- 
pany, the local public is entitled to 
participate in such benefits. 

Testimony as to the proportionate 
part of the requirements of American 
which should be furnished by the Com- 
pany came from officials of American. 
To adequately check and test all of the 
factors involved in the conclusion 
reached, probably would involve an 
investigation of American and pos- 
sibly the other affiliated companies, if 
it were legally possible to do so, which 
would not be practicable for this Com- 
mission. But we have given careful 
consideration to all of such testimony 
in reaching our conclusions and have 
regarded it as relevant and helpful. 

The Commission is satisfied that the 
best indication of operating income is 
obtained by taking the actual revenues, 
expenses, and income for the nine 
months ended March 31, 1947, and 
equating them to an annual basis. 
This produces the following : 
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Local Service Revenues 

Toll Service Revenues 

Miscellaneous Operating Revenues 
Other Telephone Revenues 

Less: Uncollectible Operating Revenues 


Total Operating Revenues 
Current Maintenance 
Depreciation and Amortization 
Traffic Expenses 
All Other Expenses 

Total Operating Expenses 
Net Operating Revenues 


Federal Income Taxes 
Other Taxes 


Total Operating Taxes 


Net Operating Income 


POTOMAC TELEPH. CO. 


Total 
Company 
$22,216,347 


$33,903,423 


$7,184,585 
3,781,991 
10,534,166 
7,691,248 


Intrastate 
Operations 
$22,216,347 
3,628,507 
2,059,865 
58,171 
47,011 


Interstate 
Operations 


23,655 





$27,915,879 


$5,987,544 





$6,727,241 
3,353,253 
7,578,495 
6,435,204 


$457,344 

428,738 
2,955,671 
1,256,044 





$29,191,990 
$4,711,433 


$510,230 
2,662,917 


$24,094,193 


$5,097,797 





$3,821,686 


$889,747 





$333,517 
2,307,986 


$176,713 
354,931 





$3,173,147 


$2,641,503 


$531,644 





$1,180,183 


$358,103 


$1,538,286 








Recent Wage Increase Applicable to Intrastate 


Operations 


$779,000 


Adjusted Operating Income Excluding Effect of 


Temporary Rates 


The permitted rate of return, 5} 
per cent, on the fair value of the Com- 
pany’s intrastate property; or the rate 
base, $65,000,000, amounts to $3,- 
575,000. The probable annual net in- 
come, based on the period covered by 
the above statement, is $401,183, leav- 
ing a deficiency of $3,173,817. The 
temporary or emergency rate increase, 
previously allowed, produced $2,100,- 
000 net income, 7. e., $3,500,000 less 
40 per cent (Federal income and 
Maryland gross receipts taxes and pay- 
ments under the license contract con- 
sume 40.17 cents of each $1 of reve- 
nues) leaving a net deficiency of net 
income of $1,073,817, which requires 
an additional rate increase at this time 
of $1,789,695 ($1,073,817 divided by 
60 per cent). 

Thus, the net income that is expect- 
ed to result from the permanent rate 
of return allowed is $3,575,000 as 
compared with the Company’s demand 


$401,183 


of $4,187,000, a difference of $612,- 
000. The Company has outstanding 
$60,000,000 par value of common 
stock, all owned by American. As the 
stock stands for all the property, if the 
same ratio (89.7 per cent), used for 
ascertaining the value of property al- 
locable to intrastate business, is applied 
to the stock it will result, after interest 
payments, in a yield of approximately 
6 per cent.® 

[14] The above estimate of net in- 
come for the future is based on the ex- 
perience of the last nine months ending 
March 31, 1947. The best test, of 
course, is actual experience, except 
where abnormalities, such as the recent 
telephone strike, are encountered. The 
current months commencing with 
April, 1947, were not included for this 
reason. We cannot see into the future 
but we expect our estimate to be real- 





8 All of the figures above are applicable to 
intrastate. 
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ized. The Company, as before indi- 
cated, has a large backlog of unfilled 
orders which, when filled, will pro- 
duce additional revenue. And as it is 
making many changes from manual to 
dial operation, which cost less to oper- 
ate although more expensive to install, 
its net income should tend fo increase. 
On the other hand, there is evidence 
that the level of the Company’s earn- 
ings will be adversely affected by auto- 
matic wage increases provided under 
its union contracts and by the carry- 
ing charges on the additional invest- 
ment needed to place the Company on 
a “ready to serve” basis. These fac- 
tors have been considered. 

We have endeavored, in accordance 
with established legal principles and 
the administrative discretion permitted 
by law, ¢. e., pragmatic adjustments, 
Federal Power Commission v. Natural 
Gas Pipeline Co. (1942) 315 US 575, 
586, 86 L ed 1037, 42 PUR NS 129, 
62 S Ct 736, to allow a return which 
will make the rates “just and reason- 
able” to both the Company and the 
public. 

An order will be entered in accord- 
ance with the conclusions herein. 


ORDER 


In accordance with the opinion of 
the Commission filed herein on the 
date hereof, which opinion is hereby 
referred to and made a part hereof, 

It is, this 13th day of August, in the 
year Nineteen Hundred and Forty- 
seven, by the Public Service Commis- 
sion of Maryland, 

Ordered: (1) That the fair value 
for rate-making purposes of the prop- 
erty of The Chesapeake and Potomac 
Telephone Company of Baltimore City, 
used in the rendition of Maryland in- 
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trastate telephone service on March 31, 
1947, was $65,000,000, and such val- 
uation shall be and become final unless 
protest against the same shall be filed 
with the Commission within ten days 
as provided by § 396 of Art 23 of the 
Annotated Code of Maryland. 

(2) That the schedule of temporary 
rates and charges for telephone service 
put into effect by The Chesapeake and 
Potomac Telephone Company of Balti- 
more City under authority of the Com- 
mission’s Order No. 43288 entered 
herein on February 4, 1947, together 
with all other schedules of rates and 
charges on file with the Commission as 
of this date, for the rendition of tele- 
phone service covered thereby shall 
constitute the Company’s permanent 
schedules of rates and charges effective 
as of this date, except as modified by 
the next succeeding paragraph of this 
order. 

(3) That the said The Chesapeake 
and Potomac Telephone Company of 
Baltimore City be, and it hereby is, 
authorized, empowered, and permitted 
to submit to the Commission amended 
schedule of rates for the rendition of 
telephone service furnished by the said 
Company and covered by the schedules 
specified in the preceding paragraph 
which, when accepted by the Commis- 
sion and made effective, shall result in 
an increase, over and above the in- 
crease resulting from the aforesaid 
schedule of temporary rates, made per- 
manent by the preceding paragraph, of 
not more than $1,789,695, in the gross 
annual revenues of the said Company 
and to charge in accordance with the 
said amended schedules on successive 
billing dates beginning not earlier than 
August 25, 1947. 

(4) That The Chesapeake and 
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Potomac Telephone Company of Balti- 
more City be, and it hereby is, author- 
ized and permitted to cancel the bond 
in the principal amount of $2,700,000 
entered into pursuant to the require- 
ments of the aforesaid Order No. 
43288 and conditioned to insure 
prompt refund by the said Company to 
those entitled thereto of any amounts 
which the said Company might collect 
or receive in excess of such permanent 
rates and charges as might be finally 
fixed and determined by the Commis- 
sion. 

(5) That this order shall become 
effective on the date hereof and shall 
remain in effect until the further or- 
der of the Commission in the premises. 

(6) That The Chesapeake and 
Potomac Telephone Company of Balti- 
more City shall furnish this Commis- 
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sion accurate and complete statements 
under oath, and in convenient form, 
setting forth the revenues, operating 
expenses, and other expenditures of 
the Company during each month; such 
reports to be furnished as soon as may 
be reasonably practicable and conven- 
ient after the end of each calendar 
month during the period this order re- 
mains effective. 

(7) That a copy of this order and 
a copy of the opinion hereinbefore re- 
ferred to and filed herewith be served 
upon the said The Chesapeake and 
Potomac Telephone Company of Balti- 
more City, and that the said Company 
within ten days of the date of service 
of such copy shall notify the Commis- 
sion in writing whether or not it will 
accept and abide by the same. 











FEDERAL POWER COMMISSION 


Re Tennessee Gas & Transmission 
Company et al. 


Opinion No. 150, Docket No. G-606 
May 28, 1947 






NVESTIGATION to determine jurisdiction over rates charged by 
I production and gathering company with respect to sales of 















natural gas made by it to affiliated transmission company; investi- 
gation dismissed with respect to production and gathering com- 
pany for want of jurisdiction. 






Rates, § 13.1 — Jurisdiction of Federal Commission — Contract between affiliates. 
1. The Federal Power Commission released jurisdiction over rates of a 
production and gathering company with respect to sales of natural gas made 
by it to a transmission company where the basic agreement between the 
companies was arrived at as a result of arm’s-length negotiations and, al- 
though the companies subsequently became affiliated, the amendment made 
to the original arm’s-length agreement during the period of affiliation did not 
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appear to be prejudicial to the ultimate consumers of natural gas delivered 
through the transmission company’s facilities, p. 128. 


Gas, § 2.1 — Jurisdiction of Federal Commission — Natural gas producing and 


gathering companies. 


2. A company engaged primarily in the production, gathering, and processing 
of natural gas and the delivery and sale of such gas at the outlets of cycling 
plants or direct from wells into field or transmission lines owned by others, 
and which is not otherwise subject to the jurisdiction of the Federal Power 
Commission, is not subject to Commission regulation under the Natural Gas 


Act, p. 128. 


By the Commission: On Decem- 
ber 15, 1944, this Commission insti- 
tuted an investigation to determine 
whether The Chicago Corporation’ 
(at that time the parent of Tennessee 
Gas and Transmission Company)® is 
a natural gas company within the 
meaning of the Natural Gas Act, and 
if Chicago be found to be a natural 
gas company, to determine with re- 
spect to Tennessee and Chicago 
whether any rates, charges, or classi- 
fications with respect to the transpor- 
tation or sale of natural gas, subject 
to the jurisdiction of the Commission, 
are unjust, unreasonable, unduly dis- 
criminatory or preferential. 

At the time this proceeding was in- 
stituted,* Chicago owned 81 per cent 
of Tennessee’s voting stock and cer- 
tain officers and directors of Chicago 
were also officers and directors of 


Tennessee. Further, Tennessee also 
purchased its entire natural gas sup- 
ply from Chicago in Nueces county, 
Texas. 

Pursuant to the order of December 
15, 1944, an investigation of the op- 
erations of both Tennessee and Chi- 
cago was begun by the Commission’s 
staff. Subsequently, on November 5, 
1946, the Commission ordered that a 
public hearing be held concerning the 
matters under investigation in so far 
as they related to Tennessee; the or- 
der, however, to be without prejudice 
to further investigation of Chicago. 

The investigation of Chicago has 
now been completed by the staff, and 
a staff report with respect to the juris- 
dictional aspects of the investigation as 
it relates to Chicago has been submit- 
ted to the Commission. 


The basic contract under which 





1 Hereinafter sometimes referred to as “Chi- 
cago.” 

Hereinafter sometimes referred to as “Ten- 
nessee.” 

3 The Commission’s order of December 15, 
1944, provided in part as follows: An investi- 
gation be and it is hereby instituted for the 
purpose of enabling the Commission: 

(A) To determine whether The Chicago 
Corporation is a natural gas company within 
the meaning of the Natural Gas Act; 

(B) To determine with respect to Tennes- 
see Gas and Transmission Company and The 
Chicago Corporation (if found to be a natural 
gas po ation whether, in connection with any 
transportation or sale of natural gas, subject 
to the jurisdiction of the Commission, any 
rates, charges, or classifications demanded, 
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observed, charged, or collected, or any rules, 
regulations, practices or contracts affecting 
such rates, charges, or classifications are un- 
just, unreasonable, unduly discriminatory, or 
preferential ; 

(C) If the Commission, after a hearing has 
been had, shall find with respect to the Ten- 
nessee Gas and Transmission Company and 
The Chicago Corporation (if found to be a 
natural gas company) that any of their rates, 
charges, classifications, rules, regulations, 
practices, or contracts, subject to the juris- 
diction of the Commission, are unjust, unrea- 
sonable, unduly discriminatory, or preferential, 
to determine and fix by order or orders just 
and reasonable rates, charges, classifications, 
rules, regulations, practices, or contracts to 
be thereafter observed and in force. 
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Chicago sells natural gas to Tennessee 
was negotiated during August, 1943, 
whereby Chicago undertook to supply 
Tennessee’s requirements to a maxi- 
mum of 207,000 thousand cubic feet 
daily. The contract was formally ex- 
ecuted on September 7, 1943, and was 
to run for twenty-five years from Sep- 
tember 1, 1943.4 During the period 
of.the contract negotiations and at the 
time it was formally executed no af- 
filiation existed between the two com- 
panies. The negotiations were car- 
ried on between two independent en- 
tities each seeking to obtain the best 
possible bargain, so that the agree- 
ment of September 7, 1943, when ex- 
ecuted, was an arm’s-length contract. 
Were it not for events which followed 
the execution of such gas supply con- 
tract it would not be necessary to say 
more concerning the relationship be- 
tween the two companies. 

Thereafter, however, Chicago 
agreed to undertake the financing of 
Tennessee’s then proposed pipe line 
from Texas to West Virginia. Asa 
result of a financial agreement entered 
into between the two companies on 
September 20, 1943, Chicago obtained 
control of Tennessee through the ac- 
quisition of 81 per cent of Tennessee’s 
common stock. At that date, too, new 
officers and directors of Tennessee 
were elected all of whom were the 
nominees of Chicago. 

Chicago retained its control of Ten- 
nessee until September 10, 1945. Dur- 
ing this period of affiliation there were 


numerous amendments made to the 
original agreement between the two 
companies. However, the price for 
gas as set forth in the original agree- 
ment has not been changed, the 
amendments relating principally to the 
additional gas requirements of Ten- 
nessee. 

On September 10, 1945, Chicago 
sold all of the securities of Tennessee 
which it then owned consisting of 
124,200 shares (90 per cent) of the 
class A stock and 97,200 (81 per cent) 
of the common stock (voting stock) to 
a group of underwriters headed by 
Stone & Webster, Inc. As an incident 
to the sale of such securities all of The 
Chicago Corporation’s nominees who 
were on the board of directors or serv- 
ing as officers of Tennessee resigned. 
It appears that there has been no af- 
filiation of any kind between the two 
companies since that date. 

From the foregoing it seems to be 
clear that there can be no further ba- 
sis for entering into an inquiry by 
hearing concerning the reasonableness 
of rates paid by Tennessee to Chicago 
premised upon a lack of arm’s-length 
dealings between the two companies. 
The basic agreement between the com- 
panies was arrived at as a result of 
arm’s-length negotiations and, al- 
though they subsequently became af- 
filiated, the amendments made to 
the original arm’s-length agreement 
during the period of affiliation do not 
appear to be prejudicial to the ulti- 
mate consumers of natural gas deliv- 





* The prices to be paid by Tennessee to Chi- 
aoe as set forth in the contract are as fol- 
Ows: 

For all gas delivered during the first 5-year 
period ending September 1, 1950, 5 cents per 
thousand cubic feet. 

For all gas delivered during the second 5- 
year period ending September 1, 1955, 6 cents 
per thousand cubic feet. 
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For all gas delivered during the third 5-year 
period ending September 1, 1960, 7 cents per 
thousand cubic feet. 

The price for all gas sold and delivered to 
Tennessee from and after the expiration of the 
third 5-year period is to be determined by 
agreement between the parties to be made not 
less than six months prior to the end of the 
third 5-year period. 
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ered through the facilities of Tennes- 
see. 

Inasmuch as there is no affiliation 
between the two companies at the 
present time, any inquiry concerning 
the reasonableness of the rates of Chi- 
cago must be founded upon a jurisdic- 
tional determination of its status as 
a “natural-gas company” under the 
Natural Gas Act based upon its pres- 
ent operations. Further, Chicago 
makes no sales of natural gas for 
transportation and sale in interstate 
commerce to any company other than 
Tennessee, so that a finding as to ju- 
risdiction must be predicated solely on 
its present operations as they relate 
to sales of natural gas to Tennessee. 

Chicago owns or leases oil and gas 
acreage and mineral rights covering 
122,869 acres in Nueces, Panola, 
Wharton, Victoria, Starr, Hidalgo, 


Rusk, Ft. Bend, Willacy, Austin, Col- 


orado, DeWitt, Gaines, Gonzales, 
Karnes, and Lavaca counties, Texas, 
and 27,152 acres of unoperated lease- 
holds in Caddo, Natchitoches, and 
Quachita parishes, Louisiana. 

In addition to Tennessee, Chicago 
also sells natural gas to Gulf Plains 
Corporation for resale. However, the 
gas sold to the latter is distributed and 
sold directly by it to one local indus- 
trial consumer situated within the 
state of Texas. Since the provisions of 
the Natural Gas Act do not apply to 
such sales, further consideration of this 
phase of Chicago’s operations is un- 
necessary. 

Tennessee is a natural gas company 
within the meaning of the Natural 
Gas Act and a substantial part of its 
natural gas requirements are now pur- 
chased from Chicago. The gas so pus- 
chased from and delivered by Chicago 
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is transported by Tennessee in inter- 
state commerce through its own pipe- 
line system from the points of delivery 
in Texas to points in Tennessee, Ken- 
tucky, and West Virginia for ulti- 
mate consumption in those and other 
eastern states. The gas so delivered 
by Chicago to Tennessee is produced 
in the Stratton-Agua Dulce (Agua 
Dulce), McFaddin, Menefee, Hunger- 
ford, and Carthage fields in the state 
of Texas. 

In the Agua Dulce field, Chicago 
owns and operates two processing 
plants, 27 gas wells, 8 injection wells, 
24 oil wells, 8 oil and gas wells, and 
a series of gathering and return pipe 
lines. The gas produced from the gas 
wells, in addition to casinghead gas 
from the oil wells, is gathered and 
brought to a common point within the 
field which is at the inlet of the proc- 
essing plants. The gas is then proc- 
essed in such plants where gasoline, 
butane, and other hydrocarbons are 
removed. The residue gas is either 
returned to the producing horizons or 
is delivered for sale to Tennessee at 
the tail-gate of the processing plants. 
In a few instances gas is delivered to 
Tennessee direct from wells and well 
lines. 

Chicago has contracts with other 
production companies in the Agua 
Dulce field under which it gathers and 
processes the gas produced from the 
wells of such companies. The residue 
gas is then returned to the producing 
horizons or is delivered for sale to 
Tennessee at the tail-gate of the proc- 
essing plants of Chicago. In these 
transactions, Chicago acts only as 
agent in delivering the gas of others 
to Tennessee and retains no revenue 
from such sale. 
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In the McFaddin field, Victoria 
county, Texas, Chicago owns 6,911 
acres of leaseholds, 5 gas wells, 3 oil 
wells, and a small number of gather- 
ing lines. The Barnsdall Oil Com- 
pany owns and operates a 4-mile 6- 
inch pipe line extending from this field 
to a point on Tennessee’s main trans- 
mission line adjacent to the field where 
it delivers and sells gas to Tennessee. 
Since the total volume of available gas 
produced from this field is relatively 
small Chicago entered into a contract 
with Barnsdall to deliver its gas to 
Tennessee through this same pipe line. 
All of such gas is dehydrated im- 
mediately prior to delivery and sale 
to Tennessee. 

In the Hungerford field, Wharton 
county, Texas, Chicago owns lease- 
hold rights on approximately 3,700 
acres, 3 producing gas wells, and a 


limited number of small diameter 


gathering lines. Tennessee owns and 
operates a 5-mile lateral pipe line from 
its main transmission line to a com- 
mon point within the field. The gas 
gathered by Chicago is delivered to 
Tennessee at the end of Tennessee’s 
lateral line. The operations in this 
field are confined to production and 
gathering only. 

In the Carthage field, Panola coun- 
ty, Texas, Chicago has associated it- 
self with others in the ownership, 
maintenance, exploration, develop- 
ment, production, and operation of 
jointly owned oil and gas leases 
and a gas processing and dehydra- 
tion plant, Chicago being the operator 
and owning 58 per cent of the unit- 
ized properties. Chicago and asso- 
ciates own approximately 21,000 acres 
of leaseholds, 32 gas wells, one proc- 
essing plant, one dehydration plant 


and a series of gathering lines in this 
field. 

The gas produced from the wells in 
such field is gathered and brought to 
a common point within the field lo- 
cated at the inlet of the processing 
plant. The collected gas is then run 
through the processing plant where 
the liquefied hydrocarbons are re- 
moved and fractionated into various 
plant products. The residue gas, aft- 
er dehydration, is then delivered to 
Tennessee at the outlet of the plant. 

In the Menefee field, Wharton coun- 
ty, Texas, Chicago owns a 50 per cent 
interest in 2,471 acres of leaseholds, 
6 gas wells, and a small number of 
gathering lines. The properties in the 
field are operated by Salt Dome Oil 
Corporation. The gas is gathered 
through a series of gathering lines and 
brought to a common point at the in- 
let of a dehydration plant located 
near Tennessee’s main transmission 
pipe line adjacent to the field. The 
gas is run through the dehydration 
plant and delivered to Tennessee at the 
outlet of such plant. The gas sales 
contracts with Tennessee are made 
jointly with Salt Dome Oil Corpora- 
tion, Pan American Production Com- 
pany, and Chicago. Salt Dome, be- 
ing the operator, collects all revenues 
from the sale of gas and pays Chicago 
and Pan American their respective 
percentages of the net income. 


From the foregoing, it is clear that, 
although Chicago makes sales of nat- 
ural gas for resale to an interstate pipe- 
line company for transportation and 
sale outside the state wherein it is 
produced, it has no transmission fa- 
cilities. It is a company engaged pri- 
marily in the production, gathering, 
and processing of natural gas and the 
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delivery and sale of such gas at the 
outlets of cycling plants or direct from 
wells into field or transmission lines 
owned by others. Such operations are 
similar to sales made by oil companies 
of casinghead gas produced by such 
companies as a part of its oil produc- 
tion. 

In our recent Opinion No. 149, in 
Re The Fin-Ker Oil & Gas Produc- 
tion Co. Docket No. G-352 (1947) 
69 PUR NS 85, 90, we concluded as 


follows: 


“Consistent with former decisions 
and public statements of this Commis- 
sion, we held that, where a person not 
otherwise subject to the jurisdiction 
of the Commission, is engaged in pro- 
duction or gathering of natural gas 
exclusive of its transportation in inter- 


state commerce and makes arm’s- 
length sales and deliveries of natural 
gas in interstate commerce as an in- 
cident to or upon completion of that 
person’s production or gathering, the 
provisions of the Natural Gas Act do 
not apply.” 

See also orders of May 20, 1947, in 
Re Whelan, Docket No. G-899, 69 
PUR NS 159, and Re Kansas- 


Nebraska Nat. Gas Co. Docket Nos. 
G-856, G-494. 

In view of the facts as they exist 
here, there appears to be no reason to 
elaborate on the statement made in 
Opinion No. 149. 

The Commission finds that: 

[1] (1) There is no basis for as- 
serting jurisdiction over the rates and 
charges of Chicago with respect to 
sales of natural gas made by it to Ten- 
nessee premised upon affiliation be- 
tween the two companies or a lack of 
arm’s-length bargaining with respect 
to contracts entered into between 
them. 

[2] (2) The operations of The 
Chicago Corporation do not constitute 
it a natural gas company within the 
purview of the Natural Gas Act and 
the rate investigation herein, in so far 
as it pertains to The Chicago Corpo- 
ration, should be terminated for want 
of jurisdiction. 

The Commission orders that : 

The rate investigation instituted by 
order of December 15, 1944, herein, 
in so far as it pertains to The Chi- 
cago Corporation, be, and the same 
hereby is, terminated. 
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Industrial Progress 


A digest of information on new construction by pri- 
vately managed utiltties ; similar information relating 
to government owned utilities ; news concerning prod- 


ucts, supplies and services offered by man 


also notices of changes in personnel. 


Dayton Power & Lt. Plans 
$16,523,950 Expansion 
D 


ALLAS Power & LicgHt CoMPANy plans to 

spend $16,523,950 to meet a huge demand 
for power—almost doubled since 1941 — ac- 
cording to a recent announcement. 

So great has been the demand that it has 
outstripped the company’s capacity to produce 
and the deficiency has been made up with pur- 
chased power. 

New industries and increased use of air con- 
ditioning and other electrical equipment have 
brought the stepped-up demand. It will be the 
summer of 1949 before the company’s expan- 
sion program can catch up with the increasing 
demand. 

A new 60,000-kilowatt turbo-generator or- 
dered last year is scheduled for installation at 
a cost of $6,850,000 in the Mountain Creek 
generating plant in time to meet the peak 
summer demand of 1949. 

That will give the company a total generat- 
ing capacity of 225,500 kilowatts against the 
expected peak load of 200,000 kilowatts that 
summer. 

Another 40,000-kilowatt generator has been 
ordered and is scheduled to be put into opera- 
tion in 1951. That generator will cost $5,000,- 
000 and will step the company’s kilowatt ca- 
pacity up to 267,500. 


Bendix Announces Winners of 
Window Display Contest 
Aa window display contest for 

Inc., 


dealers of Bendix Home Appliances, 
ended recently with the announcement 
of winners. The 393 entrants, divided into four 


- rani “ 


marketing groups, built their displays around 
replicas of the gold and silver-trimmed 1,- 
000,000th Bendix automatic washer. 

The winners included: First Group—Phila- 
delphia Electric Company, first; Fourth Group 
—Bangor Hydro-Electric Company, Bangor, 
Maine, third. 

First prize in each instance was a Bendix 
automatic washer, dryer, and ironer. Second 
prize was the choice of any two of these. 
Third prize was the choice of any one of the 
three. Prizes were awarded to the store dis- 
play manager. 


International Film Honor 
Won By General Electric 
LEAN Waters,” a 16 mm motion pic- 


i 4 i 

* ture produced by the General Electric 
Company in coéperation with the U. S. Public 
Health Service, has been selected as one of 
the world’s six outstanding sponsored films at 
the International “Films of the World Fes- 
tival” in Chicago. 

Pointing up the dangers of water pollution 
and the need for adequate sewage treatment, 
“Clean Waters” received more first-place 
votes from the judging panel than any other 
entry. 

“Clean Waters,” selected by the judges for 
its contribution in the field of public welfare, 
was technically produced in Hollywood by 
Raphael G. Wolff Studios. The 28-minute 
film is a part of General Electric’s long- range 
program called “More Power to America,” 
designed to improve living standards and in- 
dustrial efficiency through increased electrifi- 
cation. 

Telling a forceful story of the $100,000,000 
losses in the U. S. due to pollution, “Clean 
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This volume of approximately 400 
pages gives a record of the new 
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erating statistics of over 600 cities 
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Waters” has been widely acclaimed by profes- 
sional and civic groups for its power to make 
everyone conscious of the role which sewage 
treatment can play in our national well-being. 
The picture cites U. S. Public Health Service 
figures showing that more than 12,000 com- 
munities do not now provide adequate sewage 
treatment. 

Available for showing before any interested 
group, “Clean Waters” also has been purchased 
for permanent use by 30 state health depart- 
ments and more than 40 national and local 
organizations. 


High-Voltage Tidd Project 
Switchgear Described 


GS wircrazan equipment developed for Amer- 
ican Gas and Electric’s high-voltage test 
project at the Tidd plant, Brilliant, Ohio, was 
described before members of the AIEE meet- 
ing at Chicago, November 4th by F. A. Lane 
of American Gas and Electric Service Cor- 
poration and B. W. Wyman of the General 
Electric Company. 

The equipment includes a circuit breaker 
having a three-phase interrupting rating of 10,- 
000,000 kva at 360 kv, the highest rating in the 
world, according to the authors. 

The circuit breaker element is a low oil con- 
tent impulse type, similar to those developed 
for the 287-kv transmission line between 
Hoover Dam and Los Angeles. 

It was pointed out that breaker elements of 
this type can be developed for even higher 


interrupting ratings than 10,000,000 kva, al- 
though no immediate need for them is apparent. 

The switchgear equipment for the Tidd 
project incorporates all required elements as 
a unit, and in this respect presents a new de- 
sign concept for higher voltage switchgear, 
according to the authors. Structural supports, 
current transformers, relays, lightning ar- 
restors, buses, coupling capacitors for carrier 
current equipment, disconnecting switches, 
and interlocks have been worked into a com- 
pact, integrated installation with the operation 
of each component functionally codrdinated 
with the overall equipment. 

This design, the authors said, provides all 
the functional advantages of conventional 
switching equipmerit in less space, reduces 
maintenance and improves safety. 


Pacific Gas & Electric Plans 
Another Building Program 


A™=™ expansion program is now being 
planned by the Pacific Gas & Electric 
Company to be undertaken following the com- 
pletion of the present $300,000,000 five-year 
construction which will add 1,000,000 horse- 
power to the company’s generating capacity 
by the end of 1951, according to a recent an- 
nouncement. 

Of the major projects in the company’s con- 
struction program, one is scheduled for com- 
pletion this year, six next year, two in 1949 
and one in 1950. 

A new $7,200,000 substation and transmission 
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Show This to Your Medical Department 





Tests for Both Albumin and Sugar Can Now Be Mate 
On Only One 5-Drop Portion of Urine 
With The Cargille Combination Urinalysis Sets 


No Liquid Reagents — No External Heating 


REFERENCE : Blatherwick, N. R., and Dworkin, Joseph H.: A Rapid Test for Albumin and Sugar 
in the Same Measured Sample of Urine, J. Lab. & Clin. Med. 32: 1042, August 1947. 
From the Biochemical Laboratory of the Metropolitan Life Insurance Company 


(Reprints of this article will be sent on request) 


FOR LABORATORY @ 


FOR OFFICE @ 


FOR BEDSIDE 


Ideal For Use in Making 
Physical Examinations of Employees 


Write For Leaflet U-ALB 


Cargille Scientific Inc. 





118 Liberty Street, 


New York 6, N. Y. 
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Note What NEW KB Internationals Offer 


1. A Truck of the Right Size and Type for Every Job. 
2. Performance -Co-Ordination. 


3. Load -Co-Ordination. 


Yes, International Trucks are profit-makers 
for the three compelling reasons listed above. 


They're Performance-Co-Ordinated. That 
means they’re expertly fitted to their jobs. 
And that in turn means rock-bottom operat- 
ing economy and long, trouble-free service. 


They’re Load-Co-Ordinated. And that means 
an expert recommendation from your Inter- 
national Dealer or Branch about the exact 
amount of payload most profitable for your 
trucks on your jobs. 


Tune in James Melton on “Harvest of Stars!’ NBC Sundays! 


International Load-Co-Ordination is based 
on the International Truck Point Rating Sys- 
tem—exclusive with International—and a sci- 
entific system—(Note that!)—not guess work. 


So no matter what your truck problem, 
see your International Dealer or Branch— 
for trucks of the right sizes and types, ex- 
pertly Performance-Co-Ordinated and Load- 
Co-Ordinated to your jobs. 


Motor Truck Division a 
INTERNATIONAL HARVESTER COMPANY xq 


180 N. Michigan Ave. Chicago 1, Ill. 
roe we Chey, 
& AMA *% 


INTERNATIONAL Trucks 
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HEAT PUMPS 


By PHILIP SPORN, Executive Vice-Presi- 
dent and Chief Engineer, American Gas and 
Electric Service Corporation; E. AM- 
BROSE, Air Conditioning Engineer, * Amer- 
ican Gas and Electric Service Corporation; 
and THEODORE BAUMEISTER, Consult- 
ing Engineer, American Gas and Electric 
Service Corporation, and Professor of Mechan- 
ical Engineering, Columbia University. 
“Heating with a refrigerator looks like 

magic to the average layman. However, the 

heat pump is nothing more nor less than a 

reversible refrigeration system arranged so that 

it can be used for either heating or cooling. 

There are several hundred such installations 

in the United States and many others else- 

where in the world; yet the device is still 
considered by heating engineers to be in the 
experimental stage. Perhaps the appearance 
of this first book on the subject is an indica- 
tion that the time is not far off when the heat 
pump will be a standard way of keeping our 
houses comfortable throughout the year. The 
book is a survey for engineers and others with 
technical training, although the layman who 
is interested in the subject will find that most 
of the exposition is not beyond his compre- 
hension. It treats the thermodynamic prin- 
ciples of heat pump systems, and the design 
of systems and their components. There is 
much material on operating characteristics, 
with a little on costs and other economic fac- 
tors. A number of existing installations are 
described and illustrated, and the reference 
lists at the ends of chapters constitute a well- 
selected bibliography of the subject.” 
—Tech Books of the Month 

. the volume represents a major contri- 
bution to the technical literature on the sub- 
ject. 







































—Carlton L. Nau, American 
Public Power Association 
aaa a ee ee ee ee 
FREE EXAMINATION COUPON 
JOHN WILEY & SONS, INC. 
440 Fourth Ave., New York 16, N.Y. PU-11-20-47 


Please send me, for ten days’ free examinat‘on, a copy of 
Sporn-Ambrose-Baumeister’s HEAT PUMPS. If I desire 
to keep the book, I will remit $3.75 plus postage; other- 
wise I will return the book postpaid. 







SO: cettencdhthinagee dkweee ene eons exe sneteesetantbaness I 
BONED: * WAC Oud o b6Uln 6.0.0 SES does ab.cuncc Seba bedeeccsbet 
t rr  Mascochs 665 Gocee cae cbmhedete ODS bc nb doebescdee I 
0 a a ee ee ee ee 
(Offer not valid outside U.S.) 
a a fee a Ee ee ae 
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line adding 250,000 horsepower of electricity 
to the power pool serving Contra Costa and 
Alameda counties is scheduled to be completed 
next month, 

Projects scheduled for completion by the 
end of 1948 include the $25,620,000 Kern steam 
plant; $15,600,000 Electra powerhouse; $10,- 
00,000 Midway substation; the $23,700,000 
Station P steam plant in San Francisco; $6,- 
400,000 Mission station; and the $4,000,000 
West Point powerhouse. The $3,325,000 Colgate 
powerhouse is scheduled for operation in June, 
1949. Two plants costing a total of $61,800,000 
will be added to the Feather river system with 
one, the Cresta to be ready for operation by 
the winter of 1949 and the second, the Rock 
Creek powerhouse to be ready a year later. 


2,250,000 U. S. Farms 
Lack Electricity 

M™ than 2,250,000 American farms did 

not have electric service on June 30, 
1947, according to the annual Rural Electrifi- 
cation Administration estimates announced re- 
cently by the U. S. Department of Agricul- 
ture. The estimates show that about 400,000 
farms obtained central station service during 
the present year prior to June 30th. 

The connections made during the year are 
the largest on record and bring the electrified 
farms to 3,574,641, or 61.0 per cent, as com- 
pared with 3,182,133 or 54.3 per cent estimated 
June 30, 1946. 

Farms without electric service the 1947 esti- 
mates show are located throughout the Nation, 
with nine states each having more than 100,000 
farms unserved and 19 more than 50,000 un- 
electrified farms each. 

While the estimate for 1947 is not strictly 
comparable with those of earlier years—large- 
ly because the 1945 farm census figures have 
been revised in the interval—an examination 
of the 1947 and 1946 estimates indicate that the 
largest gains in the number of farms connected 
were made generally in areas where the num- 


ber of unserved farms was greatest. Texas, 
Alabama, Oklahoma, North Carolina, Ken- 
tucky, Georgia, Tennessee, Arkansas, Mis- 


souri, and Mississippi all registered large in- 
creases in the number of farms receiving 
service. 


New Type Gas Storage Unit 


Caen STEEL CoRPORATION has pio- 
neered the development of a new type gas 
storage unit being introduced on the Pacific 
coast for the first time by the Southern Coun- 
ties Gas Company, according to a recent an- 
nouncement. These gas storage units of novel 
design, originally developed by Consolidated 
Steel and Southern Counties Gas, are being 
installed under ground by the gas company at 
San Luis Obispo and Paso Robles, California. 
They utilize the large diameter, 30-inch high- 
strength expanded steel pipe, which Consoli- 
dated Steel is manufacturing at its Maywood 
plant for oil and gas transmission lines. 
Each of the storage units will be of ap- 
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IT SAVES METAL... 
LASTS 
LONGER 










RUST-OLEUM IS A POSITIVE RUST PREVENTIVE. 
Its enduring coating seals metal against the ravages 
or rain, snow, dampness, fumes and other destruc- 
tive, rust-forming conditions. Public utilities save on 
maintenance costs by using Rust-Oleum. Tough, 
elastic weatherproof—it adds years of protection to 
all metal surfaces. RUST-OLEUM CAN BE APPLIED 
DIRECTLY OVER RUSTING METAL—by brush, dip 
or spray. It outlasts ordinary protective materials 
two to ten times depending on conditions. 

Complete engineering service is available. Rust-Oleum 
stocks are carried by distributors in principal cities. 


Saves 3 Ways GET ALL THE FACTS—MAIL THIS CouPON NOW! 


ON MAINTENANCE 
© toss preparation woemmation T RUST-OLEUM corporation 


a ire- 
bandh Or saan pM 2457 Oakton Street, Evanston, Illinois 


7 MGET OVER Please send me a free copy of the new Rust-Oleum Catalog of color 
i d " 
© Goes on Faster. Rust-Oleum selections and recommended uses. 


























can be applied in 25% less time Name = 
- » « It covers 40% more area 
per gallon, Title 
@ Lasts Longer. Rust-Oleum out- c 
Jay | cocteary , yy two to pany — Se 
n times dependin isti ‘ 
conditions. gs lbaabatibe: Town State 
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MAXIMUM CONTACT 
provided by V-groove con- 
ductors protected by bev- 
elled slot. 


PRECISION MADE, 
with rigid inspection. 
Smooth accurate threads 
assure maximum pressure 
— permanently main- 
tained. 


For taps, dead-ends, par- 
allel connections, etc., in 
any location. Can be fur- 
nished in bronze or alumi- 
num. Re-usable over and 
over. 


PENN-UNION ELECTRIC CORP. 
ERIE, PA. Sold by Leading Wholesalers 


The COMPLETE Line of 
Conductor Fittings. 


PENN-UNION 


(on OF. 5 Ok SF Om @ @ Ft ® | Firming = 











proximately 250,000 cubic feet capacity, with a 
working pressure of 440 psi. The San Luis 
Obispo unit will consist of 7 tanks, 30 inches 
O.D. by 240 feet long, and the Paso Robles 
unit of 9 tanks, 30 inches O.D. by 180 feet 
long, all made from 60-foot sections of Con- 
solidated’s high-strength pipe welded together 
at the site. In both cases the tanks will be laid 
parallel under ground and manifolded to- 
gether. 

The expanded pipe is considered to be ad- 
mirably suited to this service, because in the 
process of manufacture it is stretched circum- 
ferentially by internal hydraulic pressure, thus 
increasing the circumferential yield strength 
of the pipe and- also proving the longitudinal 
welded seam to be as strong as the parent 
steel plate. 

Due to the fact that the pipe is fabricated 
by production line methods and relatively lit- 
tle field work is required for its installation, 
considerable savings in cost is claimed for this 
type holder over the conventional holder. 


New Appointments 


American Coach & Body Company 


Officials of The American Coach & Body 
Company, Cleveland, Ohio, announce the ap- 
pointment of Leonard A. Stewart to the posi- 
tion of chief engineer. For the previous 8 
years, Mr. Stewart was affiliated with Mack 
Trucks, Inc., in the capacity of body engineer 
of the truck division. Prior to that he was 
body engineer of Diamond T Motor Car Com- 
pany of Chicago. 


General Electric Company 


Three staff appointments have been an- 
nounced by J. W. Belanger, newly named man- 
ager of the turbine and gear divisions of Gen- 
eral Electric’s apparatus department. 

The appointmerits are: C. S. Coggeshall, 
manager of sales; W. E. Saupe, manager, 
Schenectady turbine manufacturing division, 
and W. L. Young, manager, Lynn turbine and 
gear manufacturing division. 


Proctor Electric Company 

Former Brigadier General H. Joseph Lawes, 
recently retired from the U. S. Army, has 
accepted the newly-created post of special as- 
sistant to the president of the Proctor Electric 
Company, it was made known recently by Mr. 
Walter M. Schwartz, Jr., president of the 
company, In this capacity he will exercise an 
active interest in all phases of public relations 
and personnel management. 


Communications Booklet Offered 
By Westinghouse 


O' particular interest to central station and 
industrial salesmen and electronic sales 
engineers is a booklet announced by Westing- 
house Electric Corporation, describing the 
type JY power line carrier communications 
equipment. 

Complete with pictures, the 8-page booklet 

(Continued on page 34) 
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CRESCENT 


Makes Many Types of 
ELECTRICAL WIRES & CABLES 


Imperial Neoprene 
Portable Cords 
and Cables 


Rubber Covered 
Wires and Cables 


Varnished Cambric 
Lead Encased Cable 


Parkway Cable— 








All Types 
Annunciator Wire & Cable Elevator Control Cable PERMACORD 
Armored Ground Wire Fire Alarm Cable Power Cables 
Armored Leaded Cable Fixture Wires pee } 
Bare Copper Wire & Cable Flexible Cords Signal Cable 
Bell Wire Flexible Steel Conduit Slow-burning Wire & Cable 
pene Bol Heater Cord Stage Cable Wire & € 
CRESCORD Rubber Jacketed — CRESCORD Jacketed Telephone Wire & 2 Sante 
CRESFLEX Non-metallic Sheathed IMPERIAL Welding Cable Treash Cable 

Cable IMPERVINOL Trenchwire Weatherproof Wire & Cable 


CRESCENT 


WIRE and CABLE 


CRESCENT INSULATED WIRE & CABLE CO. 
| TRENTON, N. J. 
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(Continued from page 30) 
fully describes the two-frequency duplex, 
manual simplex, and automatic simplex trans- 
mitter-receiver assemblies, along with their 
component parts. Also explained are the code 
bell, voice, and selective methods of calling 
available in each class. 

Copies of this booklet (B-3882) are avail- 
able from = Westinghouse Electric Corpora- 
tion, P. O. Box 868, Pittsburgh 30, Pennsyl- 
vania. 


Kinnear Issues Bulletin on 
Motor Control Equipment 


oe MANUFACTURING COMPANY (man- 
ufacturer of motor operated doors) has 
issued bulletin S-17 describing motor control 
equipment for use on rolling doors. This power 
equipment is so designed that existing manual- 
ly operated Kinnear doors can be economically 
motorized at any time. 

Several outstanding features of the Kinnear 
power units are covered. One, of prime im- 
portance, is the emergency manual operation 


which permits quick and easy change from 
electrical to manual operation in case of an 
emergency. 

Mounting details for bracket and wall 
mounted types are given. Illustrations of typi- 
cal installations of Kinnear motor operated 
doors also are shown. 

Copies of the bulletin S-17, as well as bul- 
letins containing fuller details of the doors, 
may be obtained from the manufacturer, 7000 
Fields avenue, Columbus, Ohio. 


To Erect Compressor Station 


HEMICAL Plants Division of Blaw-Knox 
Company has received a contract from the 
United Natural Gas Company, Oil City, Penn- 
sylvania, for the erection of a compressor sta- 


NOV. 20, 1947 


tion near Ellwood City. The new station will 
have seven compressors and will help assure a 
continuous flow of natural gas. Included in 
the award are the foundation, erection of com- 
pressor and auxiliary buildings, and installa- 
tion of piping and equipment. 


1,000,000th Bendix Washer 
Presented to EEI 


HE 1,000,000th Bendix automatic washer, 

finished in 24-carat gold and rich silver, 
was presented formally to the Edison Electric 
Institute museum, October 30th, by Judson S. 
Sayre, president of Bendix Home Appliances, 
Inc., South Bend, Indiana. It was received by 
Fred Smith, director of the museum. 


Construction Loans Announced 


Cras loans — chiefly for distribu- 
tion lines, system improvements or new or 
additional generating capacity—recently were 
made to the following enterprises by the Rural 
Electrification Administration : 

Okefenoke Rural Electric Membership Cor- 
poration, Nahunta, Ga., $440,000. 

Lyon-Lincoln Electric Cooperative, Tyler, 
Minn., $430,000. 


Electric Codperative, 


Northwest Missouri 
Savannah, Mo., $476,000. 
Burt County Rural Public Power District, 
Tekamah, Neb., $220,000. 
Adams Rural Electric Coéperative, West 
000. 


Union, Ohio, $320,000. 

Pedernales Electric Codperative, Johnson 
City, Tex., $215,000. 

Houston — 
Crockett, Tex., $220,000 

Stam ford Electric Codperative, Stamford, 
Tex., $100,000 

Black Warrier Electric eamenereany Corpo- 
ration, Demopolis, Ala., $230,000 

Woodruff wo Cooperative Corporation, 
Augusta, Ark., $437, 

on J. M. lectins Gy Codperative, Carlinville, 

, $495,000. 
"ioe ‘Electric Association, Newell, S. D., 
Suffolk, 


Electric Cooperative, 


$180,000. 
~ Community Electric Codperative, 
2, 

Central Electric _—e Codperative, 
Grove Hill, Ala., $12, 

Jefferson Electric , ar Brookville, 
Pa., $15,000. 

Kootenai Ruxal een Association, 
Coeur d’Alene, Idaho, $190, 

Guthrie County Rural Srectric Coéperative 
Association, Guthrie Center, Iowa, $245,000. 

Cooperative Light and Power Association 
of Lake County, Two Harbors, Minn., $125,- 
000 


Osage Valley Electric Codperative Associa- 
tion, Butler, Mo., $620,000. 

Northern Electric Codperative, Opheim, 
Mont., $100,000. 

-Farmers Electric Codperative, Clovis, N. M., 


65,000. 

Alfalfa Electric Cherokee, 
Okla., $530,000. 

Tennessee Valley Electric 
Savannah, Tenn., $440,000. 


Coéperative, 


Co6éperative, 
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Of all infectious germs, the tuberculosis 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. > » > 





Tue American Aprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS ¢ REPORTS 























for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO — 
and other principal cities 
DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 
PACKARD BUILDING 
ELECTRICAL TESTING LABORATORIES, INC. 
Electrical and General Testing—Inspections—Research—Certification 
2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 — 
os e 
x t Ford, Bacon & Davis 
. 
& VALUATIONS CONSTRUCTION 
REPORTS Engineers RATE CASES 
NEW YORK © PHILADELPHIA @ CHICAGO @ LOS ANGELES a 








GILBERT ASSOCIATES, Inc. 


SPECIALISTS 








Steam Seen, Os Hydro. POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 
Designs and Construction, Serving Utilities and Industrials Hee: yr pe eT 


Operating Betterments, 
; Reading . Philadelphia Original Cost Accounting, 

















Inspections and Surveys, ; 
Feed Water Treatment. Washington © New York Accident Prevention, 
FREDERIC R. HARRIS, INC. x 
FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 
Reports Designs Management 
NEW YORK 
Atlanta Knoxville Philadelphia San Francisco 
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PROFESSIONAL DIRECTORY (continued) 


See af u ljia ae, an 7 lopouiton 


ENGINEERS CONSTRUCTORS 


1518 Walnut Street 








WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 


Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 











N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 














pe Complete Services for GAS and ELECTRIC Utilities 
ESIGNING * ENGINEERING * CONSTRUCTION (BIDS ¢ USN wire 
mee * EQUIPMENT * suaveys.° rans d.. fnatehany Co, 


Complete Plants, Additions or Installations . 
every detail geared to more profitable operation. 





Refinery Catalog, etc for details 














PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 


DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 


231 S. LA SALLE ST., CHICAGO (4), ILL. 











(Professional Directory Continued on Next Page) 
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ENGINEERS 
AND 


CONSTRUCTORS 


SANDERSON & PORTER Sap 








Sargent & Lundy 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 3, Ill. 








E. A. STEINBERGER 


Consulting Valuation Accountant and Engineer 


Depreciation Studies, Original Cost Accounting, 
Valuations and Unitization of Gas Properties. 
Member 
The National Society of Professional Engineers and The Technical Valuation Society, Inc. 


1309 Liberty Bank Building Dallas 1, Texas 








The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 








80 BROAD STREET NEW YORK 4, N. Y. 
ALBRIGHT & FRIEL, INC. EARL L. CARTER 
FRANCIS S. FRIEL Consulting Engineer 
Consulting Engineers REGISTERED IN INDIANA, NEW YORK, OHIO, 
annie Gousee ond totnetrtal este , Prettoms PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
City Planning, Reports, Valuations, ‘Laboratery. ee ee Te 
1628 WALNUT STREET PHILADELPHIA 2 910 Blectric Building Indianapolis, Ind. 











BLACK & VEATCH W. C. GILMAN & COMPANY 
CONSULTING ENGINEERS ENGINEERS 
——_ n rig a FINANCIAL | ee 
struction of Public Utility Properties 
4706 BROADWAY KANSAS CITY, MO. 55 Liberty Street New York 
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Francis S. HABERLY A. S. SCHULMAN ELEctric Co. 
CONSULTING ENGINEER Contractors 
Valuation — Depreciation — Service Life TRANSMISSION LINES—UNDERGROUND DistRi- 
Studies — Construction Cost Indexes — BUTION — PoweR STATION — INDUSTRIAL — 
Reports CoMMERCIAL INSTALLATIONS 
122 SouTH MICHIGAN AVENUE, CHICAGO 537 SouTH DEARBORN Sr. CHICAGO 








JACKSON & MORELAND SLOAN, COOK & LOWE 


ENGINEERS AND CONSULTANTS CONSULTING ENGINEERS 
PUBLIC UTILITIES AND INDUSTRIALS 120 SOUTH LA SALLE STREET 
SUPERVISION OF CONSTRUCTION CHICAGO 
MACHINE DESIGN — TECHNICAL PUBLICATIONS 
REPORTS — EXAMINATIONS — APPRAISALS Ageretecls — Ragedte 
BOSTON NEW YORK Operating — Financial — Plant 








JENSEN, BOWEN & FARRELL MANFRED K. TOEPPEN 















































- : ENGINEER 
Engineers ‘ COoNSULTATION—INVESTIGATION—REPORTS 
Ann Arbor, Michigan MARKET AND MANAGEMENT SURVEYS 
Appraisals - Investigations - Reports VALUATION, DEPRECIATION AND RATE 
a nquiri = Se fixed capital Marrens 
as — original cost, security issues. 261 Broadway New York 7, N. Y. 
"i LUCAS & LUICK WESTCOTT & MAPES, inc 
ENGINEERS ARCHITECTS & ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, INVESTIGATIONS ¢ REPORTS 
INVESTIGATIONS. REPORTS, RATES DESIGN e« SUPERVISION 
le 231 S. LaSauie St., Cricaco Stew Maven Gonssatien? 
FRANK O’NEILL | 
Fyets Sy Commons Representation in this Professional 
327 South LaSalle Street, Chicago 4, Illinois Directory may be obtained at very 
i. ’ ~~? = Ree gory Be Si ae reasonable rates. Kindly address in- 
ai quiries to: 
m7 ADVERTISING DEPARTMENT 
ROBERT T. REGESTER Public Utilities Fortnightly 
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CAN HELP YOU SELL LONGER HOURS 
- = —— 
SANGAMO DEMAND INSTRUMENTS 





OF USE 


Buivinc commercial load on the basis © 
} encouraging longer hours of use yields the maximum return on investment. Rates in- 
q corporating measured demand also make the economies of added energy use 
3 Gpparent to the customer. While the greatly increased popularity of modern 
appliances offer considerable possibilities in this direction, they also create the 
problem of new, unknown peaks. With measured demand, all guesswork as 
to these peaks and their effect on adequate return on fixed costs is _ 
inated. Demand is measured simply, accurately, and economically wi 
Sangamo Lincoln-Type JW Combination Watthour-Demand 
This type of meter is but one of an extensive line 
of Sangamo Demand Instruments designed f 


your particular needs. 





SANGAMO 


ELECTRIC <i) COMPANY 


SPRINGFIELD ¢ ILLINOIS 
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ALL-WHEEL- DRIVE. 
CONVERTED FORDS 


Tough Trucks for Tough lob 















Marmon-Herrington All-Wheel-Drive converted Fords 
are built for really tough trucking jobs—the kind that are os: © 
often impossible, for trucks of conventional drive, 


As thoroughly at home off the highway as on, Marmon-H 
All-W heel-Drive converted Fords stride through deep mud, : 
snow, up ateep hills and grades, with amazing speed and ease. Re 
less of weather or-terrain, these great sure-footed trucks 
depended on to carry men, materials and equipment — where 4 
them, when you want them . . . swiftly, safely, surely. 

Investigate the truly great advantages of Marmon-Herriny 
AU-W heel-Drive Trucks—the big cage 
Heavy-Duty models as well as the 
Ford conversions. See your near- 
by Marmon-Herrington dealer, 
or write the factory direct. 














